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JuLy 20, 1955. 
Hon. Lister Hitt, 
Chairman, Committee on Labor and Public Welfare, 
Washington, D. C. 

Dear Mr. CuHarrmMaNn: Pursuant to Senate Resolution 40 (84th 
Cong., 1st sess.), I have the honor to submit an interim report of the 
Subcommittee on Welfare and Pension Funds. 

The report summarizes hearings held by the subcommittee in 


March and April 1955 with respect to welfare plans. The report 
makes no attempt to cover studies and investigations of the subcom- 
mittee during the present session of Congress, the results of which 
will be included in subsequent reports. 

Sincerely yours, 


Paut H. Dovatas, 
Chairman, Subcommittee on Welfare and Pension Funds. 
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INTRODUCTION 


The Subcommittee on Welfare and Pension Funds, pursuant to 
Senate Resolution 225 as amended (83d Cong., 2d sess.), submitted 
an interim report to the Committee on Labor and Public Welfare under 
date of January 10, 1955. 

On February 21, 1955, the Senate by Senate Resolution 40 in effect 
continued to January 31, 1956, the authority of the Committee on 
Labor and Public Welfare to conduct a full and complete study and 
investigation of welfare and pension plans and funds subject to col- 
lective oapNne for the purpose of ascertaining whether legislation 
is necessary for the conservation of such funds and the protection of 
the interests of the beneficiaries thereof. 

The subcommittee appointed pursuant to this authority scheduled 
hearings which began on March 21, 1955, and continued to April 4, 
1955. These hearings were held to review the work of the subcom- 
mittee to date, to invite comments on the Interim Report of January 
10, 1955, to elicit details as to the structure and administration of 
particular welfare and pension plans which seemingly were being op- 
erated successfully, and to take up in some detail two cases of wel- 
fare plans which had previously been investigated by the subcommit- 
tee staff and which evidenced corruption and serious abuses in total 
disregard of the interests of the employee beneficiaries. 

The subcommittee invited distinguished representatives of labor 
and industry and of the insurance and banking fields to participate in 
a panel discussion of some of the more important questions ad prob- 
lems which had been raised by the subcommittee’s studies and investi- 
gations up to that time, to outline their views as to necessary legislation 
and to point to segments of the field not yet covered which nee 
exploration. On subsequent days, the subcommittee heard testimony 
concerning the general pattern of welfare and pension plans in the 
steel and automobile industries and on two specific company plans, one 
in each of these industries. Another day’s hearings were devoted to 
testimony concerning the operation of two multiemployer plans, jointly 
managed by employer-union representatives, which were among the 
29 plans studied previously by the subcommittee staff and which were 
thought to be examples of successfully administered plans. Finally, 
several days of hearings were given to the taking of testimony with 
respect to two corruptly managed plans. Although certainly not con- 
sidered representative, the operation of these plans dramatically dem- 
onstrates the possibilities of looting under present inadequate regula- 
tions and controls. 

The record of these hearings has been published. The purpose of this 
report is to summarize the hearings. The report is divided into two 
parts. Part I outlines the more pertinent points of the panel discus- 
sion and reviews the overall pattern of plans in the steel and auto 
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industries as well as two individual company plans in those indus- 
tries and two jointly managed plans in the building trades. Part II 
confines itself to the two welfare plans which evidenced corruption 
and other serious abuses. 


PART I 
A. Panet Discussion 


The chairman of the Subcommittee on Welfare and Pension Funds 
in opening the public hearings pointed out that the investigation to 
date had primarily confined itself to a study of a rather narrow sector 
of the overall field; namely, to jointly managed welfare plans, in 
the main locally administered. It has not gone into pension plans nor 
has it dealt, except in one instance, with national plans. Neither has 
it dealt with plans unilaterally administered either by employers or 
by unions. It was pointed out, however, that even though, the investi- 
gation had only well begun in this vast field, a number of important 
questions of great public interest had been raised on which the sub- 
committee desired the views of representative individuals who could 
speak for the interests concerned. 

The following individuals participated in the panel discussion: 


Jack Barbash, committee on ethical practices, Congress of Industrial 
Organizations, Washington, D. C. 

Richard N. Blomquist, group department, Marsh & McLennan, insur- 
ance brokers, Chicago, Ill. 

Frank B. Cliffe, vice president, H. J. Heinz Co., Pittsburgh, Pa. 

Nelson Cruikshank, director of social security activities, American 
Federation of Labor, Washington, D. C. 

C. Manton Eddy, vice president and secretary, Connecticut General 
Life Insurance Co., Hartford, Conn. 

George Faunce, Jr., vice president, Continental Baking Co., New 
York, N. Y. 

Gilbert W. Fitzhugh, second vice president, Metropolitan Life Insur- 
ance Co., New York, N. Y 

G. Warfield Hobbs, vice president, National City Bank of New York, 
New York, N. Y. 

Lane Kirkland. assistant director, social security activities, American 
Federation of Labor, Washington, D.C. 

Martin E. Segal, president, Martin E. Segal & Co., insurance con- 
sultants, New York, N. Y. 

Horace E. Sheldon, director, industrial relations department, Com- 
merce and Industry Association of New Y ork, New York, N. Y. 


Prior to the hearing each participant had been informed that dis- 
cussion would be invited on the following points and questions, among 
others: 

1. Comments and criticisms of the recent interim report of 
the subcommittee. 

2. What part do employee welfare and pension plans play in 
collective bargaining ? 

3. Comments concerning the practical effectiveness of section 
302 of the Labor-Management Relations Act of 1947 as the prin- 
cipal statutory source of Federal regulation of private employee 
welfare and pension plans. 
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4. What do these plans represent in terms of cost and employee 
coverage, and what can be done by labor and management to stim- 
ulate real joint control and administration through a board of 
trustees or a joint board of administration to the end that the 
intent of Congress to prevent unilateral control of the funds may 
be effectuated ? 

5. What are the advantages of (a) bargaining for benefits on 
a level-of-benefits basis; and (}) bargaining for a cents-per-hour 
or percentage-of-payroll contribution ? 

6. What can be done to make certain that insurance company 
competition for this group business will be truly price or rate 
competition ¢ 

7. Comments concerning the practical effectiveness of the prin- 
ciple of complete disclosure to all interested parties as a deter- 
rent to malpractice, mismanagement, and waste. If this principle 
is to be adopted, should it be at the State or Federal level ¢ 

8. Would such a disclosure principle prove effective without, 
at the same time, granting authority to a governmental agency 
to make periodic inspections and examinations of the books, rec- 
ords, and accounts of all employee welfare and pension plans ¢ 

At various points the discussion departed from the agenda and is 
summarized below in terms of the topics actually dealt with. 


COMMENTS ON INTERIM REPORT 


While complimenting the members of the subcommittee and the staff 
on their honest, fair, and objective approach to the investigation of 
welfare plans, Mr. Nelson Cruikshank, director of social security ac- 
tivities, A. F. of L., stated his belief that— 


the subcommittee might well have dispensed with the characterizations of the 
funds included in its case studies and let the facts speak for themselves. * * * 
We do not believe it is wise to make such flat value judgments, unless you make 
it clear exactly what standards of value you are using. Such standards do not 
emerge from the report and it is, in fact, not possible to apply any uniform set 
of standards governing such matters as administration costs and reserves to 
all of the different types of plans and situations that exist. 


Mr. Jack Barbash, CIO Committee on Ethical Practices, likewise 
criticized— 
the failure of the report to indicate the criteria used by the subcommittee in 
appraising the quality of administration of the 29 plans studied and, moreover, 
the inadequate factual support for the judgments reached with respect to each 
plan. 
Specifically, he cited the characterization of an administrative cost 
ratio of 7 percent in one case as “reasonable” and in another that of 
12 percent as “unreasonable.” He went on to point out that without 


knowing the number of employers covered, the number of employees, 
how efficiently claims are processed, whether an auditing force has to 


visit each employer to make sure that his contributions are according 


to the contract, etc., it is not possible to determine whether adminis- 
trative costs are reasonable or unreasonable. 


Both Messrs. Cruikshank and Barbash pointed to the need for the 
subcommittee to— 


explore thoroughly the whole area of plans administered unilaterally by 
employers— 
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since those plans— 


may very well be more important numerically than are the union-management 
administered plans, and they undoubtedly cover a far larger number of 
employees. 


Mr. Cruikshank went on to point out that— 


If, as is alleged, there is inadequate protection under the Taft-Hartley Act of 
the worker's interests in joint funds, then there is absolutely no protection of 
the worker's interests in management-administered funds. 

The report covers only jointly administered funds and, as Mr. Bar- 
bash pointed out— 
at many points the limitations of the data are not fully noted * * * (but) this 
does not in any way impugn the impartiality or the fairness with which you 
approached the problem. 

Full coverage, however, will require investigation not only of funds 
administered by employers but also funds administered by unions, 
self-insured funds, and those which provide benefits through non- 
profit hospital and medical service corporations. 

Both Mr. C. Manton Eddy, vice president and secretary, Connecti- 
cut General Life Insurance Co., and Mr. Frank B. Cliffe, vice presi- 
dent, H. J. Heinz Co., asserted their belief that while the report might 
give the impression that— 


one-third or one-half of the plans are in pretty bad shape— 


the abuses disclosed by the subcommittee’s investigation of 29 welfare 
funds are— 

not characteristic of the insured welfare programs. The abuses which have 
been found are in contrast to the ethical standards which prevail in the establish- 
ment and administration of most employee welfare funds. 

Mr. Leece, chief counsel for the subcommittee, stated that the report 
would have been stronger if it had more clearly shown the extent of 
coverage of employees under the 29 plans as compared with all em- 
ployees covered under welfare plans. But he made clear that the 
subcommittee staff prior to the survey had no information of any kind 
as to the management practices and techniques being used in the opera- 
tion of the 29 plans selected, but that the staff attempted to get as 
broad a cross section as possible of plans in the three cities selected. 

Mr. Martin E. Segal, president, Martin E. Segal & Co., expressed 
the opinion that— 
the committee’s staff is at least to date still somewhat inexperienced in the many 


actuarial and administrative and other technical ramifications of welfare funds, 
to have come to some of the broad generalizations that they have in the report. 


As an example he cited the statement in the report : 


The subcommittee believes that packaging is in the best interest of welfare- 
fund beneficiaries and urges group-writing carriers to extend the practice— 
which was discussed with other sentences in the same paragraph deal- 
ing with a separation of coverages for dividend purposes. 

Mr. Segal pointed out there these are two entirely different matters 
and that while insurance companies like to pool life insurance and 
casualty insurance in calculating dividends in order to have as broad 
a base for their risks as possible, he as a consultant does— 
not recommend to trustees of welfare funds that such packaging for experience 


rating be allowed, because we think it simply allows an insurance company to 
make up losses under one type of coverage by dipping into the favorable experi- 
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ence of another type of coverage. We believe it is the function of an insurance 
company to underwrite the risk on a sound basis, but we do not see why It is 
necessary for the insurance company to spread its risk on unlike coverages. * * * 
The pooling of policies for experience and dividend purposes should in no way 
affect the general recommendations of the pooling of policies for commission 
purposes, 

The latter type of pooling is definitely desirable, in Mr. Segal’s opin- 
ion, but pooling for experience purposes Is undesirable. ; 

Mr. G. Warfield Hobbs, vice president, National City Bank of New 
York, stressed the importance of welfare and pension plans in our 
economy, involving many billions of dollars a year. He added: 

I believe the report is an exceptionally fine job, but it should have concluded 
that it was a start, it was the first half of the first inning, and we should all get 
together and see proper investigation over a long term, if necessary, before even 
the slightest attempt at legislation is made. 


THE PART OF WELFARE AND PENSION PLANS IN COLLECTIVE BARGAINING 


It was fairly universally agreed that welfare and pension plans are 
not only an integral, but an exceedingly important, part of collective 
bargaining. Employer and employee contributions amount. to bil- 
lions annually, and are constantly increasing. Perhaps a third or a 
half of recent collective bargaining settlements involye increases in 
already established health, welfare, and pension programs. Also, wel- 
fare-pension issues are just as likely to cause a strike as wages, senior- 
ity, or anything else. 

Mr. Barbash asserted that the term “fringe benefits” does not de- 
scribe the priority standing of welfare and pension plans. They affect 
the worker almost as intimately as any other provisions of collective 
bargaining agreements. Both Messrs. Barbash and Cruikshank made 
the points that an important factor in the development of private wel- 
fare and pension plans has been the inadequacy of social security 
legislation ; that this development does not remove the need for getting 
adequate legislation; nor does it mean that there is no room for volun- 
tary pension and health and welfare funds, The problem, according 
to Mr. Barbash, is merely “underscored and accentuated by the absence 
of adequate legislation in this field.” 


EFFECTIVENESS OF SECTION 302 OF THE LABOR MANAGEMENT RELATIONS 
ACT OF 1947 


The consensus was that section 302 of the Labor Management Rela- 
tions Act of 1947 has proved an inadequate safeguard. The intent 
of Congress as expressed in the pertinent provisions of section 302 
was to prohibit unilateral control by unions of welfare funds, when 
financed in whole or in part by employers, but the mere fact that em- 

loyers were placed on joint welfare plan boards did not prevent them 

rom abdicating their responsibilities in many cases. Also, the pro- 
vision for joint contro] has not prevented the funds from being di- 
verted in some cases for the interests of selfish individuals. 
_ Mr. Barbash asserted that the real problem is not whether a fund 
is jointly or unilaterally controlled but whether it is honestly admin- 
istered. “Joint administration is not the complete answer to honesty,” 
he continued. In his opinion the problem of whether or not there 
should be joint control of a fund is “best resolved by the parties 
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through free collective bargaining.” If there is legislation requiring 
joint administration it should work both ways, according to Mr. 
Barbash: 


If you are going to say that unions cannot administer a fund unilaterally, you 
also ought to say that employers cannot administer a fund unilaterally, because 
otherwise the inference that you have to draw is that one section of our popula- 
tion * * * is inherently more susceptible to chicanery and dishonesty than any 
other section. 

Mr. Lane Kirkland, assistant director, social security activities, A. F. 
of L., and Mr. Barbash pointed out that a great many welfare plans 
are customarily negotiated on the basis of benefits to be paid, with the 
method of financing and administration left to the employer with onl 
some provision for a grievance procedure. They indicated that if 
some of the standards which are applied to the case studies in the 
interim report are measured against many of the plans unilaterally 
managed by employers, the conclusion would be inescapable that they 
are grossly mismanaged because there is no joint administration. 

Both representatives of the labor organizations emphasized that 
they were not asking for legislation to require bilateral administration 
because “in the last analysis, it should be determined through collective 
bargaining rather than by any arbitrary rule.” Furthermore, “joint 
control gives you assurance of precisely nothing with respect to the 
honesty with which these funds are administered,” according to Mr. 
Barbash. In fact, he went on tosay that— 

Section 302 as a part of the Taft-Hartley law, I think, should be abandoned. 
The Taft-Hartley law is a labor relations statute. It is a serious mistake to 
attempt to regulate under one heading labor relations, subversive activities, health 
and welfare funds. 

Mr. Cruikshank concurred in the view that if there is Federal legis- 
lation there should be a separate comprehensive statute on welfare 
and pension funds. 

On the other hand, Mr. Horace E. Sheldon, director, industrial rela- 
tions department, Commerce and Industry Association of New York, 
stated that the report of his association calls for greater specificity in 
section 302 as to what information annual audits shall contain. 


In our view— 
he said, quoting from this report— 


it should also require that annual reports in an appropriate form, including all 
pertinent information on fund operations, be sent to all participating unions, 
eontributing employers, and covered employees. 


Mr. Sheldon also pointed out that there are situations where it is 
difficult, if not impossible, for employers to participate in the effective 
control of welfare funds. 


There are cases where there are a large number of small employers in an indus- 
try, and a union has one fund; just by the very nature of things the power there 
tends to gravitate into the hands of the union people. The individual employers 
have neither sufficient bargaining power nor sufficient interest * * * and the 
balance of the bargaining power is not such that they can do anything really 
meaningful. 


Mr. George Faunce, Jr., vice president, Continental Baking Co., 
and Mr. Segal also pointed out that— 


If the joint control concept of 302 is really carried out by both parties, it has a 
very real effect and a good effect on labor relations. 
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Among other beneficial effects, Mr. Segal went on to say that— 


some union leaders say that it has been easier to negotiate improvements In 
pension and welfare plans when employer trustees have been participants in the 
preexisting program than when the employers were not participants. 


BARGAINING ON BASIS OF LEVEL OF BENEFITS VERSUS CENTS PER HOUR 


Mr. Barbash stressed the necessity of preserving “as much flexibility 
and fluidity” as possible with the decision left to particular unions and 
managements as to whether bargaining should be on a level-of-benefits 
basis or on a cents-per-hour or percentage-of-payroll basis. Mr. Cliffe 
suggested that “this is probably not a subject for legislation of adopt- 
ing one versus the other,” and there was general agreement therewith 
among panel members, ene 

Mr. Segal favored bargaining on the cents-per-hour basis because 
both employees and employers— 
have an equal stake in what is done with the money. * * * The employer group 
would be sympathetic to a more comprehensive plan if they knew they had a 
limited dollar liability, having bargained on cents per hour. 

While stressing that “you must cut the cloth to fit each case,” Mr. 
Hobbs leaned toward the cents-per-hour basis for another reason. He 
pointed out that in multiemployer plans— 
the age of the employees has a great deal to do with the cost. If you are one of 
many employers and you agree to a set industrywide benefit, and you have an 
older average age group of employees, it is going to cost you considerably more 
competitively than another company in the same industry with younger people. 
On the other hand, if you merely agree to pay 5 cents an hour for every hour 
worked, you not only do not care about the age of the employees that you have, 
but there will not be a roadblock thrown against hiring people in their forties 
and fifties. 

Mr. Cliffe held the view, however, that employer participation is 
more likely to be encouraged “under a program that provides for a 
schedule of benefits as negotiated,” with the employer carrying the 
full cost of whatever benefits are agreed upon. A cents-per-hour 
program, on the other hand, has caused employers to feel that their 
responsibilities have been discharged upon agreeing to turn over “so 
many cents per hour or per ton or whatever the unit of production 
may be.” 

Mr. Eddy cited cases where bargaining was for both benefits and 
cents per hour and while the contributions supported the benefits ini- 
tially, they were not sufficient over the entire period of collective bar- 
gaining. In other words, bargaining should be on one basis or the 
other but not on both. Particularly is this true for industries charac- 
terized by unpredictable employment, he stated. 


If your industry is subject to sharp declines— 
Mr. Barbash pointed out— 


it happens not infrequently that the employee must supplement the contractual 
amount to provide a given level of benefits because the amount going into the 
kitty has fallen short of the amount required to purchase the benefits. 


That problem “has been met very successfully in many funds,” 
according to Mr. Segal. 


When a multiemployer fund gets started where the employer is obligated to 
make a specific cents-per-hour contribution, the trustees do not generally spend 
all of that money in industries that are subject to fluctuation, like building 
trades or the distributive industries. What they normally do is set aside part 
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of the employer contribution as a reserve to meet the kind of contingencies we 
are discussing. The balance is used for the payment of insurance premiums 
and administrative expenses; and then when the reserve has reached a point 
where it is sufficient to meet most contingencies such as have been described, 
then the trustees buy additional benefits. 


PRICE COMPETITION ON GROUP INSURANCE 


In response to the chairman’s question as to how to make certain that 
the insurance companies really compete pricewise or ratewise for 
group insurance, the representatives of insurance companies assured 
him that there is vigorous price competition among the companies; 
in fact, they were somewhat startled by the question. Said Mr. Eddy: 

We in the business feel there is quite a bit [of competition]. * * * Where 
cost competition stops is where any insurance company has a captive market. 
* * * When only one person is asked to supply a product, at that point the lack 
of competition has created a higher cost. 


To the question whether competitive bidding should be a require- 
ment in the placing of insurance for welfare and pension plans, Mr. 
Gilbert W. Fitzhugh, second vice president, Metropolitan Life Insur- 
ance Co., pointed out that “the price of group insurance in the long 
run is not the initial premium [but] what it costs the customer over 
the period of years.” He expressed the opinion that if legislation 
were to require that group insurance plans be let on the basis of com- 
petitive bidding on price “it would be a disservice to the people who 
are being insured.” In this Mr. Kirkland concurred, going on to say 
that— 


it is a disservice to the public and to our own people who are involved in these 
proceedings to imply that the requirement of competitive bidding is a solution 
to their problems. 


Mr. Segal added his opinion that— 


the insurance companies [do not] need any encouragement from the Government 
for competition. * * * I want to draw a sharp distinction between the major 
insurance companies who are very sensitive to the long-range implications of a 
bad competitive practice and other insurance companies that are not. If you 
were to take competitive bidding strictly on a price basis, you would find a fur- 
ther development of what we call switching—where, despite the fact that one 
insurance company has already amortized initial expenses and first-year com- 
missions and other first-year costs, another insurance company, trying to get that 
particular account, will come in with an attractive premium offer and will fail to 
point out to the trustees of that particular fund that in fact the switch means 
that the second insurance company will have to charge all over again, perhaps 
in some concealed fashion, the very same first and second or third year expenses 
that have already been amortized. So if anything were to be done on this whole 
question of competition, I would say that we need more policing of what happens 
in competition rather than to encourage competition just for the sake of 
competition. 


With these sentiments there was general agreement on the part of 
panel members. 
Competitive bidding on insurance plans is desirable to assure that at 
least a number of possibilities were explored and that the responsible 
ersons had no ulterior motive in selecting one particular company, 
‘but it is not a solution or any guaranty that the group makes the right 
choice,” said Mr. Kirkland. He went on to point out that— 
if all groups selected their insurance carrier on the basis of the low premium, the 


gross premium submitted in their bid, the chances are that the bulk of the insur- 
ance might go to the least ethical and the worst insurance companies— 
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i. e., those who would “charge an artifically low rate to get the initial 
business, with the idea of jacking up the price at a later date.” He 
agreed with the chairman, however, that “competitive bidding would 
be one element in the wise placing of insurance policies,” but that other 
alternatives, such as the service programs (Blue Cross, Blue Shield, 
etc.) and self-insurance should also be explored. 

But, reiterated Mr. Kirkland: 

You cannot look at the price alone. You have to look at the price in relation 
to the adequacy and the character of the benefits you are going to get from the 
program. 

Senator Allott pointed out that a particular company’s policy with 
respect to the payment of claims—whether it cuts corners, fights claims 
“at delays them unduly—and its financial responsibility should also be 
considered. 

Mr. Fitzhugh stressed the importance of so-called retentions—what 
the insurance company keeps over and above what it gives back either 
in claims or dividends—rather than competition on premiums. Vari- 
ous elements in the retentions include (a) expenses of administration 
and claims handling, (6) commissions, (¢c) taxes, and (d) contingency 
reserves. 


If insurance company A has a higher rate of expense than insurance company 


Mr. Fitzhugh continued— 


that money has gone down the drain. But insurance company B might have 
a higher contingency reserve charge than insurance company A, which might 
be considered advantageous, even though it did increase the retention. 

Some other important considerations in determining the worth of an 
insurance program, according to Mr. Fitzhugh, are the services an 
insurance company renders in correctly designing the plan by provid- 
ing underwriting, actuarial and legal advice; whether it is financially 
able to guarantee that claims will be paid “whether there is an epi- 
demic or whether there isn’t an epidemic,” etc. 


Charging of unearned commissions 


As a part of the whole subject of price competition, there was a 
lengthy discussion of the “compulsory payment of commissions,” 
whether earned or not. This has increased costs in some cases and 
induced corruption in others. Messrs. Barbash and Cruikshank cited 
cases in which the services of an agent were not required because in 
the collective-bargaining process the company and the union furnished 
all necessary technical services and all that remained was the purchas- 
ing of the group insurance without benefit or need of salesmanship. 

{r. Barbash stated that the CLO had conducted a survey of the in- 
surance commissioners in the 48 States in an effort to determine 
whether payment of commissions is actually required where no ser- 
vices are performed by an agent or broker in planning or selling em- 
ployee welfare programs. While some replied that “no compulsory 
payment of commissions is required,” they cited antirebate and anti- 
discrimination provisions of their statutes which in the final analysis 
require that commissions be charged even if not paid. 

To this point Mr. Fitzhugh quoted the ruling of the New York 
State superintendent of insurance as follows: 
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It is the opinion of this department that where a group policy is written 
without the payment of commissions, there should be charged against the class 
to which such group belongs, either in the computation of dividends or in ar- 
riving at experience rating refunds and experience rating reductions, the regular 
commissions the company would have paid under its agency contracts if the 
business had been written through an agent. The amounts so charged should 
be credited to the general overhead of the group business as a whole. 


He went on to say that— 


in pricing group insurance, there is included, as in pricing all other markets 
sold in the American economy, the cost of distribution. Competition in the group 
business keeps that cost reasonable—sometimes maybe too reasonable. * * * 
If there is no agent or if there is no broker, as is the case in some cases, then 
some salaried employee of the insurance company must do that work. So the 
very fact that no commission has been paid does not necessarily mean that cost 
has not been incurred, and therefore that policy should be charged its fair share 
of that designing cost. 


Iie. dded that Metropolitan in no case pays commissions unless some 
one !ias earned them, but credits the amount to the relevant class of 
policies and at the end of the year divides all such credits equally 
among policyholders of the same category. No policyholder, however, 
gets the specific amount saved by virtue of nonpayment of commissions 
because that— 
in effect would be rebating [or] favoritism to that particular policyholder who 
happened to buy his insurance without a broker— 
continued Mr. Fitzhugh. 

Mr. Barbash drew attention to cases where commissions of $164,000, 
amounting to 20 percent of the total premium, and of $144,000, 
amounting to 19 percent in the third policy year, created a “climate 
in w ‘ch Immoral practices just flourish.” Such high unearned com- 
miss‘ons bear no relationship to actual costs of distribution. Their 
availability is an inducement to commission-splitting between agents 
and welfare fund trustees who would never even think of dipping into 
the welfare fund directly. 

They feel they are not taking it away from their fellows, but merely sharing 
in something which others will get anyway, whether or not they perform a 
service— 
as the chairman put it. 

Representatives of the insurance companies pointed out that almost 
all companies pay commissions on a decremental scale, varying down- 
ward as the amount of premium increases, and that a commission of 
20 percent in a case with a large premium would be most unusual. 
Mr. Eddy stated that his company would pay less than 1 percent com- 
mission on a million-dollar premium for the first year and less than 
half of 1 percent for the subsequent years in the 9-year renewal period, 
or a total of— 
less than $55,000 on a $10 million aggregate premium. I think that when the 
20-percent commissions are paid on a case of this size, they are definitely a 
part of total cost. They are only possible where there has been no cost com- 
parison, because there is the desire to buy a high-priced product which has a 
high-priced commission. 

Mr. Cruikshank reiterated his belief that where welfare or pension 
plans do not require the selling efforts of agents, they should not be 
charged commissions, pointing out that— 


it is a common practice in business where the services of distribution are not 
required in direct ratio to the items purchased, that you can make a direct deal. 
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It was his feeling, concurred in by Mr. Barbash, that this would not 
eliminate the jobs of insurance agents in cases where their services 
were required. 

There was general panel agreement that a fair code of commissions, 
together with public disclosure of who gets the commissions and in 
what amounts, would contribute substantially to reducing the abuses 
cited. But Mr. Eddy apparently expressed the viewpoint of the 
insurance industry that— 
it is vital that we not provide a better price if a commission is not paid. * * * 
If we were to permit a system under which a buyer could save cost, could avoid 
a reasonable cost of distribution by going direct to the home offices, we would 


put all home offices in competition with their field forces and in a short time 
the field forces would disintegrate. 


INVESTMENT OF WELFARE OR PENSION FUND RESERVES 


Another matter not on the original agenda but on which there was 
considerable discussion, was the investment of welfare or pension 
fund reserves. 

Under questioning by the chairman the consensus was elicited that 
the possibility of conflict of interests should operate to prevent the 
investment of reserves of welfare or pension funds in the same com- 
pany in which the beneficiaries are employed. While it is necessary 
in the first place to separate the reserves in welfare funds from re- 
serves in pension funds, since the former are designed to meet unusual 
contingencies—reduced employer contributions due to layoffs or 
sudden premium rate increases due to adverse loss ratios—and the 
latter to cover future liabilities, investment in the common stock of 
a contributing employer in either case would not be desirable. 

If several months or a year after a welfare fund invested its reserves 
cf, say, $500,000 in the stock of a contributing employer company a 
need arose for the money, or a better investment appeared on the 
horizon— 
all kinds of dire implications would be read into the possible position of the 
company, the possible relationship between the union and the company, the 


possibility that the union has certain special information about the financial 
structure of the company, and that is why it has sold the stock— 


in the words of Mr. Segal. 

As for investment of all the reserves of a pension fund in the 
company which employs the beneficiaries, Mr. Faunce pointed out 
that— 


if something happens to the company or the industry, even, the investments 
disappear over the long periods which the pensions cover, and you would run a 
fairly real risk that there wouldn't be anything left there. That, I think, is the 
chief danger. Then the possible influence of the company over the fund and 
its activities. It seems to me that there is a great conflict of interests at the 
outset in putting your own pension fund money into your own company. 


Mr. Kirkland asserted that— 


there are many plans that are only partially funded or that are not maintained 
cn a fully funded basis, or are maintained by an arrangement whereby in some 
years a company will skip the financing of it, and in those cases you have just 
as much of an investment of the fund in the assets of the company as you do 
where the fund is used to buy company stocks or bonds. That situation, I 
believe, is quite prevalent. 


65001—55 3 
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He also cited the— 


policy of many funds to never pay up past service. The past service liability 
represents a debt of the company to the fund. 


Mr. Cliffe pointed out that the Internal Revenue Serviee— 


prescribed that not more than 10 percent of that past service liability can be 
paid in and treated as an offset against income in any one year. 
Hence a company with a new pension plan must take about 12 years 
to pay up the past service liability with accumulated interest. Mr. 
Kirkland asserted that there are many funds which have been in ex- 
istence longer than ample time to pay off the past service liability 
where it still remains unpaid. 

Senator Douglas rejoined : 


And your fear is, though unexpressed, that in these cases the liabilities will 
accrue and the funds will not be available for payment. 


Mr. Barbash pointed out that that was the— 


basis of the 113-day strike that the auto workers conducted in the Chrysler 
situation not too long ago, on the very issue of the funding of the pensions. They 
felt that there had to be some basic security that the money would be available 
when it was needed. This has been a very important union issue. 


Discussion brought out that while insurance companies are generally 
limited by State regulations to investment of not more than 5 to 10 per- 
cent of their assets in common stocks, some pension funds have 20 to 35 
percent of their total assets so invested. Over the years there has been 
a growing tendency toward increasing the proportion of the total in 
common stocks because— 


many trustees felt that the only way that they could protect the interests of the 
pensioners, present or prospective pensioners, was to have a type of investment 
that would tend to go up in value, more or less balancing the inflation, or the 
devaluation of the dollar— 


according to Mr. Cliffe. Mr. Hobbs added that there is, however, a— 


very negligible percent of a company’s own stock in its own employees’ pension 
plan. * * * The majority of them have none of their own stock in their own 
pension plans, and those that do, by and large have a very small percentage. 


Mr. Segal pointed out that— 


investment yield is a very important actuarial assumption in a pension fund. 
Half of 1 percent additional investment yield can mean a difference of anywhere 
from 10 to 15 percent more by way of a monthly pension benefit. So obviously 
if somebody comes along and suggests that by putting 50 or 75 percent of your 
money in common stocks, you will have a yield at 3% or 4 percent, in practical 
terms that might mean another $10 or $15 a month pension, and that is a rather 
attractive lure. But with that kind of an investment approach goes the responsi- 
bility of what you would do if at the time the pension benefit is paid to the pen- 
sioner, you have to come along and announce that because of a decreased yield 
you are going to cut the pension benefit. 


_ He added that an investment of 25 percent of pension fund reserves 
in common stocks would involve no such danger. 

The chairman raised the question whether the yield from a well-dis- 
tributed series of investments in common stock, including appreciation 
of principal, would have been higher over the last 60 years than a well- 
distributed investment in bonds, and there was general agreement that 
this would have been true. Mr, Eddy wanted the record to show that 


mortgages are another important avenue of investment the net return: 
on which is higher than on bonds. 
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EFFECTIVENESS OF DISCLOSURE AS A DETERRENT TO MALPRACTICE AND 
MISMANAGEMENT 


The principle of disclosure to all interested parties of the essential 
elements of benefit plans as a deterrent to malpractice, mismanagement, 
and waste was a recurrent theme throughout the panel discussion. 
There was substantial agreement that disclosure of all relevant facts— 
itemization of the main expenditures, including fees and commissions, 
the amounts paid in, the amounts distributed in benefits, what reserves 
are held, om so forth, should be required as a deterrent to abuses. 
However, the representatives of the insurance industry and Mr. Shel- 
don felt that disclosure should be limited to jointly administered collec- 
tively bargained plans. Mr. Faunce believed that disclosure should 
apply to all collective-bargaining plans whether unilaterally or bi- 
laterally administered. 

The labor representatives strongly expressed the view that disclosure 
should apply to all welfare plans, including those unilaterally admin- 
istered by employers. Mr. Barbash po out that many health and 
welfare plans voluntarily established by employers result from their 
desire to keep the union out of unorganized plants or companies, and 
hence are not amenable to differentiation in drafting legislation because 
of the difficulty in delineating intent. 

Mr. Sheldon cited— 


the kind of benefit plan which emerges from contract negotiations where the 
employer simply agrees to furnish Blue Cross hospitalization coverage for all em- 
ployees in the bargaining unit— 


as one area where a statutory requirement of disclosure of all facts and 
figures would be inappropriate. He continued: 


In this case it is the job of the union, not the Government, to represent the 
employees’ interests and see that the company’s commitment is kept. The com- 
mitment here does not differ from any other commitment to furnish a fringe 


benefit and needs no further governmental regulation than is normally applicable 
to the collective-bargaining relationship. 


As to plans which can be unilaterally administered by unions under the 
present law, Mr. Sheldon also believed disclosure should not be re- 
quired by the Government. But he subscribed to the present require- 
ment of section 302 with regard to joint control. 


In emphasizing the necessity for across-the-board disclosure by 


all types of benefit plans however administered, Mr. Barbash pointed 
to the public interest in this whole problem— 


as witness the fact that the Taft-Hartley law took jurisdiction of the issue on 
the ground that not only was there a question of the employees and the unions 
and employers, but there is a substantial public interest as to the honesty with 
which these plans are administered. And if the disclosure principle is sound 
for one segment, it ought to be sound for the whole segment * * *. It seems 
to me that unless you assume that only jointly administered plans are subject 
to these evils, that you can reach no other conclusion but that all health and 
welfare plans should be subject to the disclosure principle. 


Pointing out that— 
there is a charged atmosphere, shall we say, between some unions and some 


employers as to whether or not there should be disclosure even to the union of 


what it costs the employer to provide these benefits, even under a collectively 
bargained plan— 


Mr. Fitzhugh conceded that— 
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there can hardly be any question that if the employer has agreed to put up 5 
cents an hour to buy benefits, whether it is jointly administered or who admin- 
isters it, people are entitled to know what he did with the 5 cents. 


Mr. Sheldon agreed that under collective bargaining plans— 


it is appropriate for the Government to step in and see that the interests of 
the beneficiaries are protected. 


Mr. Kirkland objected to the exclusion of nonnegotiated plans for 
several reasons, 

One, I do not like the double standard in general. Secondly, I do not think 
that this whole issue should be confused or made a labor relations issue. I 
think it is a question of malpractice, and unethical practices in the handling 
of welfare moneys, something which is possible regardless of whether or not 
there is any collective bargaining aspect of the program at all. If a kickback 
is unethical in a collective bargaining situation, it is unethical in a noncollee- 
tive bargaining situation. If steering a contract to a company that some union 
official is involved in is unethical, it is unethical perhaps to steer an insurance 
contract into a company which is represented on the board of directors of that 
corporation. 


Mr. Cruikshank added that— 


because the Congress has directed that there are certain special tax provisions 
(for welfare plans) there is a public interest, and that public interest is across- 
the-board. 


While agreeing that “it is perfectly appropriate for the subcom- 
mittee to investigate the so-called unilateral plans” to determine 
whether inordinately high commissions are paid and whether there 
are kickbacks to company officials, Mr. Cliffe pointed out that— 
where the plan is administered by the employer, these expenditures are under 
the same controls as his expenditures for the purchase of materials for manu- 
facture, for the payment of labor and salaries, for the rent of office facilities 


and the purchase of automobiles, and a thousand and one other types of ex- 
penditures— 


and he therefore considered it— 


entirely inappropriate to say that a particular section of those expenditures 
by the employer should be subject to a detail of disclosure that is not applied 
to any other one so far as the prevention of dishonesty of his employees and 
their malpractices are concerned. 


State versus Federal controls over disclosure 


Mr. Sheldon asserted that although the Commerce and Industry 
Association of New York is cognizant of— 


the need for improving the workability of the language in the provisions now 
in the Taft-Hartley Act, because section 302 is inadequate [they] urge that the 
States first be given an adequate opportunity to erect such controls as appear 
to be needed at that level before an attempt is made by Congress to write a 
comprehensive Federal program. 


Mr. Cruikshank raised two points for consideration by the sub- 
committee before making— 
any decision on the question of the proper level of Government to handle this 
issue on any abstract ideological concept that it is better to handle things by 
States than the Federal Government— 
or the Federal Government rather than the States. He urged that 
(1) “the whole question of the tieup between State insurance commis- 
sions and the insurance industry be looked into very thoroughly” and 
(2) “the adequacy of State legislatures to handle problems of this 
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kind” be measured carefully because of the lack of representation of 
industrial workers at the State level. 

At the conclusion of the hearing the representatives of industry 
and labor unanimously expressed “appreciation of the way in which 
this committee has handled today’s session” and gave high praise to 
the way in which the discussion was conducted. In sum, the panel 
discussion— 
demonstrated very clearly that people can sit together with diverse views and 


still keep their minds on one thing, which is that we are looking for honesty 
and integrity in these funds— 


in Senator Allott’s words. 


B. SeLecrep PLans: STEEL AND AUTOMOBILE INDUSTRIPS, AND THE 
Burtpine TRADES 


The subcommittee heard testimony on the general pattern of wel- 
fare and pension programs in the steel industry and to a lesser extent 
in the automobile industry. Testimony was taken on two specific 
company plans, one in each of these industries, as illustrations of 
the unilateral employer-administered programs characteristic of these 
industries. 

The subcommittee also heard testimony concerning the operation 
of two jointly managed union-employer welfare funds in the build- 
ing trades. These latter two plans were among the 29 previously 
studied by the subcommittee staff. 

Each of the four plans was selected because it appeared to be suc- 
cessfully administered. They were described to the subcommittee by 
representatives of the employers and unions involved. 


PLANS IN THE STEEL INDUSTRY 


The general pattern of welfare plans in the steel industry is that 
of unilateral plans established by employers. These plans first entered 
into collective bargaining agreements in 1949. Since then, the union 
has negotiated pension and welfare benefits with one employer after 
another until today over 90 percent of all workers in collective bar- 
gaining units represented by the union have insurance benefits nego- 
tiated under collective bargaining agreements and over 80 percent of 
all workers in these collective bargaining units have pension benefits. 

The typical pension benefits are 1 percent of the average monthly 
wage in the 10 years preceding retirement, multiplied by the number 
of years of service, less a fixed allowance of $85 for social security 
benefits.1_ This pension is obtainable at age 65. The minimum pen- 
sion for pensioners 65 or over cannot be less than $2 multiplied by the 
number of years of service, up to a maximum of 30 years, less $5. 
Thus, employees with 30 or more years of service receive a minimum 
of $55 per month. 

Employees who become permanently and totally disabled prior to 


age 65 are eligible for disability benefits if they are over a specified 





* The history of this formula is that the first pension plan, negotiated in 1949, provided 
a minimum pension for employees, with 25 or more years of service, of $100 including 
social security benefits. This originally meant that ens of the employee’s pension came 
from social security and the remaining $65 from the companies. hen benefits were 
inereased under the social security program, the effect was to reduce progressively the 
pensions payable by the companies. ccordingly, it was decided to set a definite allowance 
of $85 for social security benefits, irrespective of the benefits actually provided. 
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age and have had at least 15 years of service. Typically, the mini- 


mum is $75 a month, payable to age 65 at which time the disabled 
pensioner receives the same benefit applicable to eee for age. 
{ 


at age retirement 


The typical steelworkers’ pension plan provides 
is voluntary. 

All pension plans are noncontributory, that is, the employee makes 
no contribution toward pension costs. While the above benefits are 
typical, there are considerable differences from company to company. 

ome pension plans are on a pay-as-you-go basis. However, the 
great majority are funded to some degree. The typical pension agree- 
ment provides that, as a minimum, the employer will deposit in a 
pension fund amounts sufficient to insure the payment of pensions 
awarded during the term of the contract for the remainder of the lives 
of the pensioners. 

Most plans are self-administered, the pension contributions being 
paid into pension funds created and administered by the companies. 
Frequently the trustee and investment agent for the pension fund is 
a bank. Sometimes, as in the case of the United States Steel Corp., 
there is a corporate trust created by the company itself. 

The typical insurance benefits made available to workers in the 
industry are $3,500 of life insurance; hospitalization, surgical, and 
medical insurance provided through Blue Cross and Blue Shield; and 
sickness and accident benefits in the amount of $40 a week payable 
for 26 weeks, and supplementing workmen’s compensation benefits 
in are accident cases when such benefits amount to less than $40 
a week. 

The general financial arrangement is for the cost of these insurance 
benefits to be split 50-50 between employer and employee. However, 
some employers bear the entire cost, as in the case of the Continental 
Can Co. In the case of United States Steel, Bethlehem Steel and a 
number of other large companies. the contracts provide that the bene- 
fits will be paid for by a contribution of 9 cents per employee hour 
worked, 414 cents contributed by the employer and 414 cents by the 
employee. 

To keep fluctuation in the funds available for buying insurance at 
a minimum, it is generally provided that the employee contribution 
will be fixed, i. e.. set at a specified amount per month irrespective 
of the number of hours actually worked. Thus, employees in actual 
practice contribute an average of about $7.50 per month—less than 
this for single employees, more for those with dependents, and vary- 
ing somewhat with the election of optional coverages. In some cases 
the agreement. provides that the employer also pay a fixed amount 
per month. In some instances the employer pays whatever is required 
in addition to fixed employee contributions to meet the premium costs 
of the insurance benefits agreed upon. 

All pension and insurance programs are administered by the em- 
ployer. The union believes that employer administration is pref- 
erable to joint administration for two reasons. First, it is more 
efficient and cheaper. The administration of these programs, the 
union believes, is essentially a part of personnel administration. Since 
the company has all of the records on which eligibility for pensions 
and insurance is based, it would be inefficient to maintain a second, 
duplicate, set of records. Secondly, the union prefers to have the 
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employer administer these benefits so that in effect it can represent 
the employee on a grievance basis if the benefits specified in negotia- 
tion agreements are for any reason not provided. 

In each plan there is a joimt pension and Insurance committee, cre- 
ated in the applicable collective bargaining agreement, composed of an 
equal union-management representation, which reviews the operation 
of the program. This committee receives periodic reports on the pro- 
gram from the employer-administrator. It also acts, in some 
instances, as a negotiating body to formulate a program of benefits 
or, in the case of an existing program, to amend a plan within the 
framework of applicable agreements if necessary. 

Consolidated figures on the cost of administration of these unilat- 
erally administered programs were presented for five of the larger 
basic steel companies. The total cost of the insurance program for 
these companies in the past 2 years ran to a little more than $100 
million. The total administrative costs, including insurance company 
retentions, Blue Cross and Blue Shield administrative costs, and the 
estimated administrative costs of employers amounted to a little less 
than 10 percent. 

The union representatives stated that one problem in connection 
with the insurance programs of the steelworkers has been extra surgi- 
eal charges to employees and their dependents over and above the 
amounts allowed under the insurance. It has been the union’s experi- 
ence that each time the allowances payable under the surgical sched- 
ules have been increased, physicians have increased their charges to 
the employees. Thus far, no satisfactory answer to this problem has 
been found. 


Continental Can Co. program 

The first insurance program of this company was established in 
1935. It consisted of group life with a benefit amount equal to 1 year’s 
pay. The employee contributed 60 cents per month for each $1,000 of 
insurance. In 1944 the amount of life insurance was doubled but with 
no increase in employee contributions, and hospitalization, surgical, 
sickness and accident insurance for employees was added, the costs 
being divided between employer and employees. In 1947, the plan 
was made noncontributory. In 1949, the plan was first incorporated 
into a master labor agreement between the company and the union. 
At the same time the company agreed to establish a noncontributory 
pension plan. In subsequent years, benefits have been increased and 
additional benefits included. 

Pensions are payable at age 65 to employees who have at least 15 
years of continuous service. The normal retirement pension is equal 
to the greater of either (a) 1 percent of a worker’s average monthly 
earnings during his last 10 years of service, times the number of years 
of continuous service, or (b) $140 per month after 30 years of service 
scaled down by $2 per month for each lesser year of service to $110 
per month after a minimum of 15 years of service. In each case, an 
allowance of $85 is deducted for social-security benefits. If the em- 
ployee becomes disabled prior to age 65 and has had 15 years of con- 
tinuous service, he is entitled to a disability pension equal to 1 percent 
of his average monthly earnings during the last 10 years multiplied 
by years of continuous service, but in no case less than $75 per month. 

en the employee reaches 65 the disability pension is then converted 
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to the normal retirement pension with an $85 deduction made for 
social security. 

The program is company administered. The company pays into a 
pension fund each year amounts sufficient to meet the actuarial liability. 
There is a corporate trustee which invests the fund. The annual ad- 
ministrative costs of the retirement program were stated to amount to 
less than 2 percent of the company’s contributions to the trust fund. 

Employees with more than 6 months’ service with the company are 
eligible for certain insurance benefits. These are: (1) Life insurance 
in amounts equivalent to about twice annual base pay up to a maxi- 
mum of $70,000 (the plan includes executives and salaried employees 
as well as hourly paid employees). (2) Sickness and accident benefits 
of $40 per week for up to 26 weeks. Benefits begin after a 7-day wait- 
ing period in illness but with the first day of disability in accidents. 
Workmen’s compensation benefits, when they are less than the sickness 
and accident benefits, are brought up to the latter level. (3) Hos- 
pitalization benefits for both employee and dependents, with reimburse- 
ment of room charges up to $15 a day for a maximum of 120 days and 
reimbursement of charges for special services up to the full coverage 
of the first $150, plus 75 percent of the next $2,000 of such charges. 
(4) Surgical benefits for both employees and dependents in accord- 
ance with a $250 schedule, i. e., one having a maximum allowance for 
any operation of $250. (5) Reimbursement for both employees and 
dependents of charges for doctor’s hospital calls up to $4 per day for 
each day of hospital confinement up to a maximum of $124. 

The carrier under the insurance program is the Metropolitan Life 
Insurance Co. Continental Can keeps all records and processes claims, 
while the insurance company adjudicates and pays claims. In the 
year ending June 30, 1954, it was stated that the premiums paid to the 
Insurance carrier amounted to approximately $4,250,000. Of this 
amount 78.4 percent was paid out in benefits; 13.8 percent was paid 
back to the Continental Can Co. as a dividend; and a total of 7.79 
percent was retained by the insurance company. The breakdown of 
this retention was 2.01 percent for taxes, 2.37 percent for contingency 
reserves, and 3.41 percent for all other expenses. The original insur- 
ance commissions payable on the case have run out, and the only com- 
missions payable now are equivalent to one-twentieth of 1 percent on 
any new business. 


PLANS IN THE AUTOMOBILE INDUSTRY 


A representative of the United Automobile, Aircraft and Agricul- 
tural Implement Workers of America, CIO, reported that pension 
plans cover over 1 million members of the UAW and that these plans 
have aggregate funds of over $500 million. The general pattern is that 
of plans established and administered by individual employers, with 
the union having equal representation on committees that process ap- 
plications for, and recommend authorization of, pensions. The pen- 
sion funds are held and invested by bank and trust companies. 

A recent survey by the union indicated that almost 1,400,000 em- 
ployees in some 2,000 bargaining units represented by the union were 
covered, together with their dependents, under health and insurance 
programs. Benefits under these programs exceed $15 million monthly. 
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Under most UAW negotiated insurance plans no trust funds are 
established. Instead, employers pay premiums directly to the insur- 
ance companies or to prepayment plans. In some instances, employers 
pay a fixed contribution and the employees pay the rest. In other 
cases, employees pay fixed contributions and employers the rest. In 
some plans employers and employees each pay half, while in a few in- 
stances the company pays the entire cost of the program. 


American Motors Corp. program 


The 1950 collective bargaining agreements between the American 
Motors Corp. and the UAW provided that the corporation would con- 
tribute 10 cents per employee hour worked toward the cost of the 
pension and insurance programs. It was agreed that this contribution 
was to be broken down as follows: 7 cents was to be paid intoa pension 
trust fund; four-tenths of a cent was to be used by the corporation to 
cover costs of administration of the pension program; and 2.6 cents 
per employee hour was to be placed into a separate corporation account 
and used, together with employee contributions, for the purchase of 
specified insurance benefits. 

The present pension program provides a monthly benefit of $1.75 
times years of service. This is payable at age 65 and is additional to 
social security. Ten years’ service with the company is required in 
order to be eligible. [Employees over age 50 and with 15 years of serv- 
ice are eligible for a disability retirement benefit in the amount of 
$3 a month times years of service with the minimum benefit being $50 
and the maximum $90 a month: 

The plan provides for establishment of a pension trust fund and the 
selection of a trustee. The plan is reviewed annually by an actuary to 
determine whether the fund will support the present benefit structure. 

The pension program is jointly administered by a board consisting 
of 2 union and 2 company representatives with provisions for an im- 
partial third party to resolve disputes. It is the function of this board 
to review all satan for pensions and to authorize the payment 
of pensions. Each plant hasa pension committee, composed of 2 union 
and 2 management representatives, which processes applications and 
recommends authorization of pensions. 

Administrative costs charged to the four-tenths of a cent per hour 
include salaries and overhead expenses of individuals working on the 
pension program, actuarial fees and the bank trustee charges for the 
investment of the moneys in the trust fund. 

The insurance benefits are financed by the fixed corporation contri- 
bution of 2.6 cents per hour and employee contributions. The employee 
contributions are not fixed but are subject to change in accordance with 
the cost of the insurance. Average employee contributions have been 
in the neighborhood of 6 or 7 cents per employee hour. 

Insurance premiums vary from year to year. Ifthe moneys received 
from the corporation, i. e., 2.6 cents per employee hour, the prior em- 
ployee contributions and the divisible surplus of the past year’s insur- 
ance program is insufficient to pay the premium, the corporation then 
notifies the union. Union and management meet to decide whether the 
employee contribution should be increased or benefits reduced. Failure 
to reach agreement after 30 days gives the management automatic au- 
thority to reduce benefits to a level that can be paid for out of the 
available funds. 
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Under the terms of the original collective bargaining agreement 
which established the program, a joint insurance study committee was 
established. This group proposed specifications for benefits and rules 
of eligibility. In order to select a carrier, invitations to bid on the 
specified benefits were sent to 118 insurance companies; 25 responded 
with bids. The bids were analyzed by the committee and unanimous 
recommendations were made as to the insurance carriers to be selected. 
One carrier was chosen to underwrite the life insurance, another the 
weekly temporary disability and surgical benefits, and a third—Blue 
Cross—to provide hospitalization protection. 

The corporation keeps all records of employee service necessary for 
determination of eligibility for benefits. The insurance carrier has 
the responsibility of paying claims and it has engaged a service or- 
ganization in Detroit, the Health Funding Corp., to pass upon and 
approve claims. 

Accounting is made by management to the joint insurance study com- 
mittee outlining hours worked, employer and employee contributions, 
premium payments, claims experience, insurance company retentions, 
divisible surplus received, and the corporation’s administrative ex- 
penses in administering the pension program. 


PLANS IN TH® BUILDING TRADES 


Chicago Painters and Decorators Welfare Fund 


The Chicago Painters District Council 14, consisting of 26 locals of 
the Brotherhood of Painters, Decorators and Paperhangers of Amer- 
ica, with some 7,000 members, and the Chicago Painting Contractors, 
an association of some 1,200 employers, have conducted collective bar- 
gaining negotiations for some time through the joint trade board, a 
group having equal representation of both union and employers. In 
July 1953 this group reached an agreement providing, among other 
matters, for establishment of the Chicago Painters and Decorators 
Welfare Fund. 

The agreement set out that employers would make contributions 
into this fund of 714 cents per employee hour, these contributions to 
be used exclusively for group insurance and other related health and 
welfare benefits for eligible employees and their families. The agree- 
ment further provided that the trust fund would be governed by a 
joint board of trustees, 3 from the union and 3 from management. 
Within the framework of the fixed contributions, the trustees were 
given the responsibility of determining the insurance benefits to be 
provided and the rules of eligibility, and of selecting an insurance 
carrier. 

Employer contributions began July 1, 1953. Since insurance was 
not purchased until July 1, 1954, a reserve began to accumulate. The 
trustees sought the assistance of the American Bank & Trust Co. as in- 
vestment counsel. It was decided to invest only in Government bonds 
on the ground that, unlike a pension fund requiring long-range financ- 
ing, the fund must make dollar purchases of insurance on a current 
basis and reserves should therefore be in assets which could be easily 
converted into cash. ; 

The industry is characterized by highly seasonal employment, a 
factor which complicates determination of eligibility for benefits and 
greatly affects the financing of the welfare program. The trustee® 
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based their calculations on the conservative figure of 1,200 hours as 
the average annual hours of work per employee. ee 

For many months the trustees studied welfare plans operating in 
the Chicago area. The board also retained the firm of Marsh & McLen- 
nan as insurance consultants. The trustees, with the assistance of 
their insurance consultant, made estimates of the probable annual 
revenues of the fund, the necessary administrative expenses, and the 
size of a needed reserve. They determined that approximately $84 
per year per employee would be available for purchase of insurance. 

The board arrived at specified benefits to be provided and these 
specifications were submitted to a list of 21 carriers, 14 of which sub- 
mitted bids. ‘Travelers Insurance Co. was selected as the carrier. 

The board considered the facilities and personnel which would be 
required to administer the fund. It was estimated that salaries and 
other expenses would amount to some $26,000 annually. Marsh & 
McLennan submitted a bid of $20,300, to be reduced in subsequent 
years to $19,300, for which amount they would take over the entire 
administration of the fund. The trustees decided that this was ad- 
vantageous, and contracted with them to administer the fund. As 
administrators, Marsh & McLennan receive employee contributions, 
keep all records, handle relations with the insurance carrier and process 
and pay all claims. On the basis of $400,000 in annual contributions, 
the administrative costs approximate 5 percent. The insurance be- 
came effective as of July 1, 1954. 

Benefits under the program are: (1) life insurance in the amount of 
$1,000. (2) Fisenicalivetion, up to $10 per day for a maximum of 31 
days, plus payment of all miscellaneous hospital charges up to $200 
and 75 percent of charges in excess of $200 up to a maximum of $1,000. 
(3) Surgical benefits in accordance with a $200 schedule, and includ- 
ing maternity coverage. (4) Poliomyelitis benefits up to $5,000. De- 
pendents receive the same health benefits as employees. 

A member of the union is insured upon fulfillment of the conditions 
of eligibility which are based upon a minimum number of hours of 
employment with an employer who is a party to the collective bar- 
gaining agreement creating the welfare fund. At the commencement 
of operations the om required an employee to have a minimum of 
200 hours of employment for the period of April and May 1954. 
For subsequent quarters, an average of 350 hours per quarter was 
required for insured status, 

uring the fiscal year ending June 30, 1954, employers contributed 
$598,982.58, and expenses totaled $41,134.60, or approximately 7 per- 
cent. Of these expenses of first year operations, the greater portion, 
$20,174.96, represented legal fees and expenses and would be nonre- 
curring. 

As of February 28, 1955, of total contributions received by the fund, 
61 percent had been used for payment of insurance premiums, 5.3 per- 
cent for administrative expenses, and 33.7 percent for reserves. 

The insurance consultant firm receives the commission on the in- 
surance for its services which amounts to 1.3 percent of premiums paid 
annually for a 10-year period, after which no further commissions are 
to be paid. The fund is audited annually and copies of the auditors’ 
reports are submitted to all interested parties. 
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Welfare fund of the Cement Masons’ Institute of Chicago 

The parties to the trust agreement are Local 502 of the Cement 
Finishing, Rock Asphalt and Composition Floor Finishers Union, 
Chicago, and three employer associations: the Concrete Contractors 
Association of Greater Chicago, the Builders Association of Chicago, 
and the Illinois Road Builders Association. There are 600 individual 
employers and the program covers approximately 1,500 employees and 
union members. 

In a collective bargaining agreement arrived at in December 1950, 
the union and the employers agreed to enter into a trust agreement 
establishing a welfare fund, and for employer contributions of 10 
cents per hour for each employee, such contributions to be paid from 
June 1950 in order that sufficient funds would be available to purchase 
insurance coverage for immediate activation of the program. 

The trust agreement provided that the trust fund would be governed 
by a board of trustees of 12 members, 6 to be appointed by the union 
and 6 by the employers. The agreement states that the primary pur- 
»0Sse of the trust fund is the purchase of insurance to provide welfare 

nefits and specifically excludes provision for retirement or pension 
benefits. 

The agreement defines the duties, responsibilities, obligations, and 
powers of the trustees as administrators of the fund. The power is 
conveyed to inspect employer records to determine contributions lia- 
bility. The trust agreement further provides that trustees may be paid 
reasonable compensation approved by the associations and the union. 
However, to date, trustees have received no compensation other than 
expenses incurred on official business. The agreement permits the 
trustees to invest the moneys of the fund only in Government securi- 
ties. The trust agreement runs coexistently with all collective bargain- 
ing agreements in effect at the time of the signing of the agreement 
and those that may be signed later by the union and the employer 
associations. 

One of the first acts of the board of trustees was to employ an actuary 
to advise them on the probable annual revenues of the fund, the 
probable administrative expenses, the reserves which should be de- 
veloped to provide a cushion in the event of slack times, and the 
annual amount which would be available for purchase of insurance. 
It was decided that the most pressing needs of the membership were 
for hospitalization and surgical benefits and that this would be the 
first type of insurance purchased. 

A committee was appointed to meet with representatives of various 
insurance companies and to obtain bids. A complicating factor was 
that the trustees wished to cover retired members as well as active 
members of the union. Of the total membership of approximately 
1,500, over 100 were retired. Further, the average age of the active 
members was high, approximately half being 50 or over. Conse- 
quently a number of insurance companies refused to bid when they 
were informed of the advanced age composition of the group to be 
covered. 

After considerable study, the committee determined that the Union 
Labor Life Insurance Co. offered the most attractive proposition, and 
this company became the carrier. In December 1951 life insurance 
benefits were added and later X-ray and laboratory benefits. 
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The present benefits are life insurance in the amount of $1,000; 
hospitalization benefits of up to $15 a day for a maximum of 31 days 
per hospital confinement, plus an allowance of $500 toward the cost 
of special hospital services; reimbursement of surgical costs in accord- 
ance with a $200 schedule; hospital and medical maternity benefit of 
$150 for wives; and reimbursement of laboratory and X-ray examina- 
tion expenses, outside of the hospital, up to $25 in any one year. 
All health benefits are for both members and dependents. 

Eligibility conditions are as follows: All members of the union who 
were in good standing or employed by contributing employers as of 
December 1950 were eligible for benefits. New members, reinstated 
members, or those becoming affiliated by deposit of traveling books, 
become eligible 6 months after joining the union or depositing travel- 
ing book. Once insured, a member continues to be insured until 3 
months after ceasing to be employed by a contributing employer or 

taking out traveling book. Retired members who were insured at time 
of retirement continue to be insured. Apprentices are also included 
under the program. 

The fund set up an office with an office manager and three employees. 
This office receives employer contributions, maintains records, certi- 
fies eligibility of members for benefits and processes claims. The car- 
rier’s only functions are the issuance of and mailing checks to the 
claimant or directly to the hospital. 

Employers send in remittances weekly together with a record of 
employment for each employee, the report being on a form provided 
by the employer associations. A confirming report card (self-ad- 
creme and stamped) is mailed by the fund office to each employee. 
A daily receipts journal is maintained by the fund as well as a con- 
tractors’ ledger with the account of each contributing employer, All 
employers are required to be bonded to permit recourse against any 
employer because of delinquencies or refusal to contribute in accord- 
ance with the contract. 

The entire program is audited annually by a certified public account- 
ant and copies of his report are sent to all parties under the agreement. 
An actuary reviews the program annually. The administrative costs 
over the past 3-year period have run between 10 and 11 percent of con- 
tributions. 

The retention rate in the last completed insurance year was 12.3 per- 
cent. In the first 2 years of the program the insurance premiums paid 
amounted to $132,315 and claims amounted to $130,000. Premiums 
were then increased. The commission rate is 2 percent of premiums per 
year, which is included in the retention. 

Representatives of both union and management agreed that an im- 
portant factor in the success of the program was the full interest and . 
support of all concerned. In turn, the program has helped to make 
for better relationships between employers and employees. 


PART II 


Two welfare plans previously investigated by the staff and in which 
malfeasance was indicated were selected by the subcommittee for close 
examination through public hearing. The plans examined were those 
of (1) the Laundry Workers’ International Union and (2) the 
Pointers, Cleaners and Caulkers Union Local No. 52, Chicago, Il. 
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They are plans numbered 27 and 8, respectively, in the Subcommit- 
tee’s Interim Report of January 10, 1955. 

The first is a national plan of substantial proportions. The second 
is that of a small local. The laundry workers plan was jointly ad- 
ministered by employer-union trustees and the principal benefits were 
provided through insurance. Under the law the pointers, cleaners 
and caulkers plan should have been employer-union managed but was 
self-administered solely by the president of the local union. Both 
plans were administered in high disregard of the interests and rights 
of the employee beneficiaries. 

Through a close examination of these plans the subcommittee was 
better able properly to assess the wide range of abuses prevalent in 
both of them. 


A. Launpry Workers’ INTeERNATIONAL UNION WELFARE FUND 


SUMMARY OF FACTS 


The Laundry Workers’ International Union (LWIU), with head- 
quarters in Indianapolis, Ind., and with approximately 65,000 
members in 55 local unions, initiated the aaciahenenk of a national 
welfare fund in 1950 to provide accident and sickness, hospitalization, 
surgical, and life insurance benefits for its members. The contribu- 
tions for the fund were obtained from numerous employers of the union 
members throughout the country as a result of collective bargaining 
at the local union level. The contributions from employers approxi- 
mated $5 per month. 

A trust fund was set up as a jointly managed fund pursuant to the 
Labor Management Relations Act of 1947 under the eventual adminis- 
tration of 6 trustees, 3 representing the union and 3 the em- 
ployers. A social security department under the control of the 
trustees was established at union headquarters in Indianapolis to re- 
ceive the contributions, pay premiums, maintain appropriate records, 
etc. Sam J. Byers, general president of the international, was ap- 
pointed chairman of the board of trustees, and Matthew Dooley, at- 
torney for the San Francisco Laundry Owners Association, was 
appointed secretary-treasurer. These two had authority under the 
trust agreement to countersign all checks. 

The Security Mutual Life Insurance Co., Binghamton, N. Y., was 
selected by the board of trustees (there were only two trustees at this 
time—Byers and Dooley) to insure all employee benefits except the 
death benefit which was self-insured by the social security department. 

Evidence adduced at the subcommittee hearings revealed consider- 
_ able conflict as to the manner in which this insurance company was 
selected. It was indicated that trustees Byers and Dooley stated that 
50 or 60 insurance companies were solicited and that the trustees had 
been furnished with 40 or 50 plans before Security Mutual Life was 
decided upon as the carrier. Witnesses from Security Mutual Life 
Insurance Co., however, testified that they had never been formally 
solicited by the LWIU nor had they offered a comprehensive plan of 
coverage, but that Louis B. Saperstein, a Newark, N. J., insurance 
broker, had offered them this business. These witnesses stated that 
it was definitely their impression that Saperstein controlled the place- 
ment of the insurance in this case. (The October 1953 minutes of the 
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board of trustees meeting tend to confirm this latter statement. See 
hearings, exhibit No. 40, pp. 733-745. 

Between 1950 and October 1953 the social security department of the 
LWIU paid out $3,268,563.09 in premiums for group insurance to 
cover union workers with the Security Mutual Life Insurance Co. 
Most of this amount was transmitted to the insurance company through 
Saperstein, the broker. This was done pursuant to a resolution of 
March 1951 by the board of trustees (the trustees at that time were 
bye Dooley, Charles Goldstein, Los Angeles, Calif., a vice president 
of the international union; and John J. Toomey, Chicago, IIl., secre- 
tary of the Chicago rao! Owners Association). 

f the total premiums which were transmitted through the broker, 
Saperstein, he diverted or perhaps more accurately embezzled approxi- 
mately $900,000. Saperstein was able to accomplish this plunder of 
the funds by falsely reporting to the Security Mutual Life Insurance 
Co. a lesser number of employees than was actually paid for by the 
social security department, and also by post-dating the coverage of 
certain locals, and finally by a combination of the two methods. 

In addition, under the terms by which Saperstein placed this insur- 
ance with the Security Mutual Life Insurance Co., he received annu- 
ally a flat commission of 10.5 percent, which commissions over the 
period 1950 to October 1953 aggregated $262,507.59. Under a typical 
decremental commission scale normal commissions would have ap- 

roximated only $10,000 a year on premiums averaging soniclinalaty 

1 million per year. In other words, except for some claims Saper- 
stein paid on coverage he did not report to the insurance company, 
he received in excess of 36 percent of the premiums which were paid 
for insurance. | 

Although it has been alleged that Saperstein’s records pertaining to 
these transactions have been stolen, Saperstein’s bookkeeper, Mrs. a. 
cetta Montefusco, testified that, acting on Saperstein’s instructions, 
she paid claims on group policies of locals, the coverage of which Sap- 
erstein had not reported to the insurance company, and that she also 
forwarded a substantial part of the nine-hundred-thousand-odd dol- 
lars retained by Saperstein to Eugene C. James, Chicago, IIl., secre- 
tary-treasurer of the LWIU, by checks drawn on Saperstein’s Harlew 
insurance agencies to the order of the LWIU. She further testified 
that she was given to understand by Saperstein that the money was 
being returned to the LWIU to take care of unemployment. 

A check of the records of the LWIU failed to reflect any accounting 
of this money or of an unemployment fund. Investigation by the sub- 
committee staff did reveal an account in the Merchants National Bank 
in Chicago in the name of the LWIU into which was traced $573,269.47 
in checks from Saperstein’s Harlew insurance agencies. James had 
sole authority to draw upon this account. 

The total deposits in this account from September 14, 1951 to May 6, 
1954, when it was closed, amounted to $776,917.37. There were only 
50 checks drawn against the account, ranging from $500 to $37,500. 
Generally speaking, withdrawals from the account kept pace with the 
Capon the largest balance on hand at any one time being $70,093.72. 
(See bank ledger sheets of this account, appendix, pp. 54-59 infra.) 
It was not possible from the records of the bank to trace the disburse- 
ments from this account nor was the subcommittee able to determine 
whether others besides James and Saperstein may have received a por- 
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tion of these funds. When James and Saperstein were subpenaed 
before the subcommittee they refused to testify on this matter. Sam 
Byers, president of the international union and chairman of the board 
of trustees of the fund, caused to be furnished to the subcommittee 
doctors’ certificates to the effect that he was too ill to testify. 

Testimony received at the subcommittee hearings reflected that the 
LWIU social security department welfare fund was internally audited 
at regular intervals but the discrepancy between the amount paid 
out in premiums and the amount received by Security Mutual Life 
Insurance Co. was never uncovered. The Security Mutual Life In- 
surance Co. never made an audit until April 1954, when it did so 
incident to final settlement with the LWIU welfare fund. However, 
this audit also failed to uncover any of the discrepancies. Louis 
Saperstein assisted in this insurance company audit. 

In addition to the.funds apparently sent to James by Saperstein 
in the name of the LWIU, the Security Mutual Life Insurance Co. 
between September 1951 and October 1953 paid $85,000 to James as 
acting secretary-treasurer of the LWIU at the rate of $2,500 per 
month. According to the testimony, these payments were for alleged 
expenses incurred by the international union in promoting this wel- 
fare plan and were agreed upon on the basis of a letter from James 
to the Security Mutual Life Insurance Co. dated Jul y17, 1951. (See 
hearings, exhibit No. 14, p. 369.) These checks also appear to have 
been deposited in the aforementioned account at the eeints Na- 
tional Bank in Chicago and the money disbursed in the same manner 
without any accounting. 

Sam J. Byers and James were trustees of Local No. 46 Hotel Di- 
vision, Laundry Workers’ Union Welfare Fund. A total of $26,536.94 
diverted from this fund was located in the previously mentioned 
LWIU account in the Merchants National Bank. 

The evidence reflected that the Security Mutual Life Insurance 
Co., in addition to the commission paid Saperstein and the $2,500 
monthly service fee sent to James, agreed to a 5 percent deduction 
from premiums paid by the Social Security Department of the LWIU, 
which amount by agreement was to take care of administrative costs 
in connection with the processing and screening of claims. This 
money was paid to welfare deputies of the various locals. James 
was the welfare deputy for local No. 46 and the amount paid him 
for this alleged service was $77,970.33. James refused to testify con- 
cerning the disposition of these payments as he did with respect to 
everything. 

In October 1953 the trustees of the LWIU welfare fund took the 
group insurance business away from Security Mutual and gave it to 
California Life Insurance Co., Oakland, Calif. The circumstances 
surrounding this transfer are as follows: 

According to the evidence, in early 1953 Saperstein was notified by 
Haines B. Wickes, vice president of Security Mutual, who was respon- 
sible for the group insurance business written by that company, that 
it would be necessary for Saperstein to accept substantial reductions 
in the commissions on the LWIU account and that the $2,500 monthly 
service charge paid LWIU would have to be stopped. This notifi- 
cation resulted from a change in Security Mutual’s policy of paying 
high commissions and service fees following consultation with the 
New York State Insurance Department. 
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From the testimony and evidence adduced at the subcommittee 
hearings it appears that following this notification Wickes, Saper- 
stein, and Dooley, together with certain officials of the LWIU, set 
out to buy controlling interest in California Life Insurance Co., Oak- 
land, Calif. On August 6, 1953, 16,045 shares of the common stock 
of California Life were purchased for $132,000 ($8.25 per share) by 
this group. To effect this purchase Saperstein ferniahed $117,000, 
of which $50,000 allegedly was in cash and represented contributions 
of Sam Byers, Eugene C. James, Charles Naddeo of Philadelphia, 
fourth vice president of the international, Jacob Friedlander, attorney 
for the Jersey City, N. J., local, and Charles Goldstein. Dooley fur- 
nished $18,000 and Wickes $9,000. Later, Orville Faris and William 
Rusk, officials of the California Life Insurance Co., who between 
them owned 7,768 shares of California Life common stock, joined 
with this group. On August 14, 1953, Dooley, acting on behalf of 
this group, incorporated the Founders Syndicate of America at Reno, 
Nev., with a stock authorization of 100,000 shares of preferred ($10 
par) and 60,000 shares of common (no par). Wickes resigned from 
Security Mutual as of September 1, 1953, and became associated as 
actuary with California Life Insurance Co. On October 6, 1953, at 
a board of trustees meeting of the LWIU Social Security Depart- 
ment in Chicago, Wickes was also appointed consulting actuary to 
that department at Saperstein’s suggestion and at the same meeting 
(at Wickes’ suggestion) the LWIU welfare insurance was transferred 
from the Security Mutual Life Insurance Co. to the California Life, 
effective as of October 1, 1953. 

The minutes of the same meeting of the trustees reflect that Dooley 
suggested an investment by the LWIU social security department in 
the preferred stock of California Life through Founders Syndicate 
of America and a resolution was passed that $450,000 of welfare fund 
reserves be so invested. Pursuant to this the social security depart- 
ment bought 45,000 shares of Founders Syndicate preferred stock for 
$450,000 on November 25, 1953. On the same date Founders Syndi- 
cate, using these proceeds, bought 39,213 shares of class A stock (90 
percent) of California Life Insurance for $392,134; also on the same 
date California Life common stock in the amount of 23,813 shares, 
which represented 91 percent of the voting stock, was transferred to 
Founders Syndicate from Louis B. Saperstein and those LWIU offi- 
cials he represented, Dooley, Wickes, and Orville Faris and William 
Rusk, California Life officials. In payment of the California Life 
common stock, Founders Syndicate issued 46,536 shares of its com- 
mon stock to those individuals. In other words, through this series 
of transactions and by using $450,000 of the LWIU welfare funds, 
the Saperstein-Wickes-Dooley-LWIU group bought overwhelming 
control of the California Life Insurance Co. 

On April 8, 1954, subsequent to the time Saperstein was publicly 
exposed as being involved in irregular insurance practices by a New 
York State investigation, the social security department gave Dooley 
$144,000 and he in turn paid back the original investors in the Cali- 
fornia Life common stock. At the same time Founders Syndicate 
turned over to the social security department 32,090 shares of Founders 
Syndicate common. So as of that date for the first time the social 
security department had control of California Life. Since then 
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Founders Syndicate has been dissolved and the social security depart- 
ment new owns the controlling California Life stock outright. 

The only explanation offered for this series of transactions by any of 
this group at the subcommittee hearings was that the purchase of Cali- 
fornia Life was accomplished in this manner for the purpose of con- 
cealing the fact that a labor union was purchasing the company. 

After the insurance of the LWIU welfare fund was transferred to 
the California Life Insurance Co. Saperstein by agreement was con- 
tinued as the broker. For the period October 1, 1953 to April 2, 1954, 
the social security department remitted premiums to California Life 
through Saperstein in the amount of $680,237.16; after this date pre- 
miums were remitted directly to the company. California Life paid 
Saperstein commissions for the period October 1, 1953 through June 
4, 1954, at which time he was canceled as the broker for this account. 
Saperstein’s commissions on this business were supposed to be at the 
rate of 614 percent plus a 2 percent override. According to the tes- 
timony of Orville Faris, Saperstein’s total commissions amounted to 
“about $159,000.” 

DETAILED FINDINGS 


Background of LWIU 


The Laundry Workers’ International Union, A. F. of L., has its 
principal offices at 30 West Washington Street, Indianapolis, Ind. 
It was originally chartered in November 1900 as the Shirtwaist & 
Laundry Workers International Union and developed through growth 
and reorganization until it was chartered as the Laundry Workers’ 
International Union and became affiliated with the A. F. of L, on 
August 28, 1939. Since 1949, its membership has approximated 65,000 
members, located in the United States and Canada. The member- 
ship was divided into 55 locals as of March 1955. Sam J. Byers of 
Indianapolis, Ind., has been general president of the international 
union for many years. E. C. James has been secretary-treasurer of 
the union since 1950. 

At its 1949 national convention, looking toward collectively bar- 
gained welfare benefits, the LWIU accepted a recommendation of Gen- 
eral President Sam J. Byers for an international welfare plan to be 
administered through a social-security department and passed a resolu- 
tion empowering the general president to appoint a committee of three 
to further investigate the practicability and workability of such a 
plan. Tf it was found practical and workable, the general executive 
board was authorized to formulate a proper program and make the 
final decision as to when such welfare plan should become operative 
and effective within the international union. Byers appointed Inter- 
national Vice Presidents Lawrence Palacios, Charles Goldstein, and 
Eugene C. James to the aforesaid committee. Each LWIU local was 
urged to include provisions for this plan at the earliest opportunity 
in subsequent collective bargaining and, if successful in obtaining em- 
ployer contributions, to then join the national plan. 

LWIU Local 26, San Francisco, was the first to negotiate a welfare 
plan when, in October 1949, the San Francisco Laundry Owners’ As- 
sociation agreed to make contributions. Under the agreement between 
the parties, contributions were deposited in a San Francisco bank, 
and Sam J. Byers, general president of LWIU, and Matthew J. Doo- 
ley, attorney and president of the aforesaid association, were named 
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as trustees of the fund by the respective groups. Subsequently, num- 
merous other LWIU locals negotiated sehtalbetiane from employers 
and became participants in this national plan until, as of early 1955, 
Senabeeleiinestehy 55 locals were included therein. 


The establishment of LWIU social-security department 

Karly in 1950 Byers and Dooley set about establishing a social-secur- 
ity department at Indianapolis in the national headquarters of the 
LWIU as a central headquarters for a national welfare plan. That 
department actually began full-time operation in August of 1950. 

A trust agreement was made and entered into August 9, 1950. That 
agreement provided that the LWIU had established the social-security 
department (SSD)— 
to promote, develop, and administer in general, a program for the improvement of 
the general welfare, health, and security of its members, and, in particular, to 
provide for and accord to its members a program of life, accident, medical, hos- 
pitalization and other benefits. 

It was stated that the social-security department would be admin- 
istered by a board of trustees consisting initially of two persons, one 
named by the international and the other by the employers. <A provi- 
sion was included for additional trustees, up to six, to be appointed, 
if needed, in equal proportions and on a geographical basis. Minutes 
of all meetings were to be kept, and the trustees were charged with 
making annually a complete and consolidated financial report, audited 
by a certified public accountant, covering all financial transactions of 
the SSD, a statement of which was to be available for inspection by 
all interested persons at the principal office of the SSD, the principal 
office of the employer, and in the offices of the local unions. All checks, 
drafts, et cetera, were to be signed jointly by the chairman and the 
treasurer of the board of trustees. The trustees were to secure for the 
eligible members certain specific benefits, described in the agreement, 
through a group or blanket policy of insurance from an insurance 
company duly licensed and authorized to do business in the State of 
Indiana. The SSD was also called upon to set aside and maintain a 
reserve, from funds contributed by employers, for the payment of 
death benefits. 

At a meeting on August 14, 1950, Sam J. Byers was designated by 
the LWIU as their trustee, and Matthew J. Dooley was named by the 
San Francisco Laundry Owners’ Association as their trustee. On 
November 27, 1950, two additional trustees, John T. Toomey, secre- 
tary, Chicago Laundry Owners’ Association, and Charles R. Gold- 
stein, Los Angeles, Calif., vice president, LWIU, were named. Then 
in 1953 Winfield Chasmar, Jersey City, N. J., vice president, LWIU, 
was added as a union trustee, and Chantry Davis, secretary of the 
Laundry Board of Trade of Philadelphia, was added as an employer 
trustee. The aforenamed six individuals continued to act as trustees 
of the SSD as of the time of these hearings. 

Selection of carrier and placement of insurance 

The subcommittee experienced considerable difficulty in determin- 
ing just how the original insurance carrier, Security Mutual Life 
Insurance Co., Binghamton, N. Y., was selected in this case. Security 


Mutual was the carrier during the period April 1950 through Septem- 
ber 30, 1953; California Life Insurance Co., Oakland, Calif., became 
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the carrier as of October 1, 1953, and continues in that capacity to 
the present date. ; roe: 

According to the evidence, Sam J. Byers, general president, in his 
report to the 1953 LWIU convention said that comparative bids had 
been received from 78 insurance companies, and that 120 welfare 
plans of other labor unions had been analyzed. Matthew J. Dooley 
in August 1950 stated that he and others had during a period of 2 
years carefully studied a great number of group insurance Fits 
and had extensive and numerous conferences with brokers and rep- 
resentatives of insurance companies. Requests by the staff to examine 
these comparative bids and analyses were continuously avoided by 
assertions that someone other than the person being interviewed had 
these data. In a prepared statement presented to the subcommittee, 
Mr. Dooley said that “some 60 to 75 proposals were submitted” (by 
various insurance companies and/or brokers). Later in his testi- 
mony, Dooley stated that he had dealt with “50 to 60 to 70” insurance 
companies and/or brokers; that they had been furnished quite a few 
plans, “maybe 40 or 50 plans”; and that after Security Mutual became 
the carrier they (the plans) were retained for some time and finally 
disposed of. Byers in his report to the 1953 national convention stated : 

Finally, it was decided to make the necessary insurance arrangements with 
the Security Mutual Life Insurance Company of Binghamton, N. Y., since its 
proposal was framed upon the theory that some reserves should be set up and 
that the entire employer contribution should not be allocated solely to the 
payment of premiums. 

Minutes of the board of trustees’ meeting of August 14, 1950, at 
which only Byers and Dooley were present, reflected such state- 
ments as: 

The Security Mutual Life Insurance Co. * * * had submitted a comprehen- 
sive plan; * * * the proposal submitted by the Security Mutual * * *; and, 

It was the consensus of the trustees that the proposal submitted by the Security 
Mutual Life Insurance Co. was the most desirable one for the social-security 
department * * *. 

Contrary to the assertions of Mr. Dooley, and the statements of 
Mr. Byers, the subcommittee received considerable indications that 
the selection of the carrier and the placement of the insurance in this 
case was in the control of Louis B. Saperstein, an insurance broker 
of Newark, N. J. The files of Security Mutual did not reveal that 
they had submitted any comparative bid or comprehensive plan, and 
an official of that company, Mr. H. Albert Manwaring, testified that 
his company did not submit a bid or comprehensive plan for this 
business. It was testified at the hearings that Security Mutual files 
further revealed that Saperstein came to the company in February 
1950 and offered them the laundry workers’ case on condition that 
he get his usual commission (a flat 10 percent each year on premiums) 
and that the union be paid a 5-percent service fee. The company on 
this first approach turned the case down, and Saperstein indicated 
his intention of attempting to place it with another carrier. Within 
the next few days, however, Security Mutual decided to accept Saper- 
stein’s proposal and became the carrier. 

Further evidence that the carrier in this case was not selected on 
the basis of competitive bids is contained in testimony of Mr. Man- 
waring, who said that it was his impression that Saperstein controlled 
the business. Evidence also reflected that at a later time Mr. Byers 
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in a meeting of the board of SSD in October 1953 reminded his fellow 
trustees that “Mr. Saperstein has the contract with the group insur- 
ance, and that he could put it with any company he might want to.” 

Saperstein, when before the subcommittee, refused to discuss how 
he became the broker for the LWIU case and the extent of his con 
trol of the placement of this imsurance. At the time of his testimony 
Saperstein was to be a material witness for the county of New York 
in a prosecution of Sol Cilento, George Scalise, and Anthony Corifano, 
and was also under conviction for criminal contempt in that county. 

One of the points brought out in the hearing was that Saperstein 
was introduced to Cilento, secretary-treasurer of the Distillery, Recti- 
fying, and Wine Workers International Union of America, and a 
trustee of that union’s social-security fund, by “Joseph (Doe Rosen) 
Stacher, a convicted gambler and associate of Abner (Longie) Zwill- 
man, New Jersey racketeer.” Subsequent to this introduction to 
Cilento, Saperstein “began writing contracts for Cilento’s union” and 
his commissions therefrom amounted to “more than $1,500,000 in an 
8-year period.” Because of the possibility that Saperstein’s testi- 
mony might jeopardize the New York prosecution, the subcommittee 
did not-insist that he, Saperstein, testify when in his opinion such 
testimony would involve the New York case. However, Saperstein 
did admit to the subcommittee that he was introduced to the laundry 
workers’ case by Stacher “indirectly” and through a “third party” 
who was involved in the New York prosecution. 

Assertions of Messrs. Byers and Dooley to the contrary, the sub- 
committee definitely feels that the placement of the insurance was not 
on a competitive basis and was placed under the control of Saperstein 
the broker and was given to the chosen carrier with ulterior purposes 
in mind, 

Louis B. Saperstein, broker 

Saperstein’s principal place of business was at Newark, N. J., where 
he operated the Harlew Agency, Inc., Harlew Agency of Illinois, Inc., 
Harlew Agency of California, Inc., Elby Agency, Inc., Dean Agency, 
Inc., Richlew Agency, Inc., and the 82 South Munn Corp. Saperstein 
was the broker in the LWIU case from April 1950 until June 3, 1954, 
when his arrangement with the second insurance carrier, California 
Life Insurance Co., was canceled. News articles were read into the 
subcommittee hearings which described Louis B. Saperstein as an 
obscure Newark insurance agent who in 1947 “moved into the big 
money” when he entered the welfare group insurance field. It was 
reported that the district attorney of New York County, N. Y., had 
said that Saperstein had a general business in 1947 that netted him 
$15,000 a year but that he zoomed into the $150,000 to $200,000 bracket 
when he began writing welfare contracts for the Distillery, Rectify- 
ing, and Wine Workers International Union of America. Saperstein, 
who was present during this testimony, did not refute it. 

Commissions.—In accordance with the arrangement made with 
Security Mutual in bringing the LWIU case to them, Saperstein 
received a commission of 10.526316 percent of the premium received 
by the company. For the period April 1, 1950, through September 
30, 1953, while Security Mutual was the carrier, Saperstein received 
commissions totaling $262,507.59. When the LWIU insurance was 
transferred to California Life Insurance Co.. Saperstein was paid a 
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commission of 614 percent and an override of 2 percent and, for the 
period October 1, 1953, to June 3, 1954, when he was canceled out as 
the broker, Saperstein received, according to a California Life official 
“around $159,000” in commissions. The total commissions received 
then by Saperstein on the LWIU case amounted to about $421,507.59. 

In the subcommittee’s opinion the trustees of the fund and the 
insurance companies involved are to be censured for permitting the 
payment of such outrageously high commissions on group business 
aggregating more than a million dollars per year in premiums. Such 
unconscionable practices lend themselves to fraud and dissipation of 
the beneficiaries’ fund. 

F'remium discount—W elfare deputies 

The second condition under which Security Mutual received this 
case called for this carrier to pay the union a 5-percent service fee. 
In this connection, the files of Security Mutual reflect duplicate let- 
ters dated August 18 and 25, 1950, respectively, addressed to the board 
of trustees, Laundry Workers’ International Union, wherein H. B. 
Wickes, vice president of Security Mutual, stated that— 

Due to the fact that this company is situated a great distance from the mem- 
bers insured (at that time these members were in local 26, San Francisco), and 
due to the fact that it does not have a sufficient number of fieldmen to make 
the necessary personal contacts with the members, that the trustees will be 
required to keep accurate records and make detailed reports from which the 
premiums can be computed, and that the company cannot actively participate 
in the administration of the insurance plan provided, * * * the insurance com- 
pany hereby delegates such administrative and fieldwork to the board of trus- 
tees. In order to reimburse the trustees for this expense in performing the 
details so delegated, the company hereby agrees to take a 5-percent reduction 
in the premium. 

By a letter of December 11, 1950, Wickes agreed to “take a 5 per- 
cent reduction in the premium otherwise payable under any such 
group insurance policy.” Under the provisions of this last letter the 
social security department continued to take this 5 percent deduction 
from all premiums paid Security Mutual on behalf of all LWIU 
locals participating during the period April 1, 1950, through Sep- 
tember 30, 1953. 

At the first board meeting on August 14, 1950, the trustees (Byers 
and Dooley) agreed that Byers be authorized to appoint “Welfare 
Representatives” in each section of the United States where the health 
and welfare program was in effect; further that these representatives 
should enter into agreements as “independent contractors” with the 
SSD and that their (the deputies’) expenses would be paid from the 
5-percent allowance made by the carrier. Under these arrangements, 
Byers appointed various individuals as welfare deputies; as of March 
1955 there were 33 such deputies. Inquiry by the subcommittee re- 
vealed that there was extensive administrative work done at the level 
of the local union. Apparently in consideration for this work the SSD 
sent to each welfare deputy 5 percent of the premium paid on behalf 
of members of the local(s) for which he acted as deputy. This pay- 
ment was sent the deputy by the SSD concurrently with the forward- 
ing of the premium to Saperstein. Pursuant to this 5-percent reduc- 
tion of premium the SSD during the period April 1, 1950, to Sep- 
tember 30, 1954, paid $238,076.28 to welfare deputies. It was testi- 


fied that the welfare deputies under their “independent contractor” 
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agreements did not have to account to anyone for the expenditure of 
the sums paid them. There was also no requirement that they return 
any unexpended moneys tothe SSD. For example, Eugene C. James, 
welfare deputy for local 46, Chicago, received $77,970.33 during the 
period October 1, 1950, through September 30, 1954. When James ap- 
peared before the subcommittee on March 29, 1955, and when asked 
about his handling of this money, he refused to answer upon the 
ground that his answer might incriminate him. He has since been 
cited by the Senate for contempt. 

It was also testified that one Sidney Brennan was the deputy for 
LWIU Locals 150, 183, and 361 at St. Paul, Minneapolis, and Duluth, 
Minn., respectively. It was revealed that Brennan received $11,831.47 
as a welfare deputy during the years 1952, 1953, and 1954. Consider- 
ing the type of duties to be performed by a welfare deputy, Brennan 
was seemingly an unusual person for the position, as he is and has 
been an international vice president of the Brotherhood of Teamsters. 

The practice of using welfare deputies for “processing and screen- 
ing” claims because of their proximity to and familiarity with the 
employee beneficiaries on the local levels, and the payment for this 
work, is understandable. However, the subcommittee feels that by 
allowing the responsibility for appointing these deputies to rest solely 
in one individual the board created a self-perpetuating device for Sam 
Byers, chairman of the board and president of the international, 
which permitted him to dispense patronage, to show favoritism and, 
in effect, to build up his own strength within the union. 

The paying of deputies, from welfare funds, without the necessity 
of their accounting for the disbursement of such moneys, the sub- 
committee believes is not only unbusinesslike but opens up numerous 
possibilities for abuses. Furthermore, the administrative work per- 
formed on claims and other matters locally would appear for the most 
part to have been done by employees of the local union office. Many 
of the welfare deputies are local officials and some are international 
officers. It is very difficult to conceive how a union official segregates 
time on union business and time as a welfare deputy. 

Under California Life Insurance Co., which became the carrier in 
this case on October 1, 1953, the SSD continued making these payments 
as before, and considered the 5 percent as a reduction of premium. 
However, California Life accepted as its premium rate Security 
Mutual’s rate less 5 percent and thus does not consider that it is pay- 
ing the 5-percent fee. 

Payment of special service fee to LWIU by Security Mutual Life 
Insurance Co. 

Security Mutual officials received a letter dated July 17, 1951, signed 
by E. C. James, acting secretary-treasurer of the LWIU, in which 
James requested the company to reimburse the international for ex- 
penses it was incurring in promoting and servicing the LWIU insur- 
ance plan through its union officials. As a result, the company 
readily agreed to pay a service fee of $2,500 a month, beginning retro- 
actively on January 1, 1951, and continuing through September 30, 
1953, to James as secretary-treasurer of the LWIU. These total pay- 
ments amounted to $85,000. As will be shown later in the report this 
money disappeared. This figure included an inadvertent overpay- 
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ment of $2,500 by Security Mutual which James declined to return 
and which the company ultimately recovered by deducting that 
amount from the final dividend paid the SSD in this case. 

It was established that Security Mutual had received another letter 
containing a similar request on May 2, 1950, from Sol Cilento, the 
official of the Distillery Workers Union in Union City, N. J. The 
language of both the James and Cilento letters was almost identical. 
Saperstein was the agent on both cases and admitted, during testimony 
at the subcommittee hearings, that he “helped” prepare both these 
letters. ; 

The subcommittee finds no excuse for Mr. Wickes’ authorizing the 
eee by the insurance company of the special service fee solicited 
ry James, particularly in the light of the exorbitant commission paid 
Saperstein and the 5-percent. service fee paid the SSD to administer 
claims locally. The fact that the profits from this account would 
permit such a payment appears to be no justification for the insurance 
company acceding to such blackmail as the money would otherwise 
have been returned in dividends to the beneficiaries’ fund. 

The subcommittee also feels that the insurance company was callous 
to the interests of the beneficiaries of the fund in recapturing its over- 
payment to the union for promotional and other work by deduction 
of this overpayment from dividends. 


Diversion of premiums 

In March 1951, the trustees of the social security department (at 
that time Byers, Dooley, Goldstein, and Toomey) appointed Saper- 
stein their “insurance agent” to handle all relations with Security 
Mutual Life Insurance Co. At the same time, they passed a resolution 
providing that henceforth all premiums for their group insurance with 
Security Mutual would be paid to Saperstein for transmittal to the 
company. Prior to that time, the department had remitted premiums 
directly. This arrangement continued in effect until April 2, 1954, 
when the department resumed direct remittal. As will be shown, this 
arrangement permitted the embezzlement of approximately $900,000 
from the employee beneficiaries. 

Records of the social security department reflect that, for the period 
from April 1, 1950, to October 1, 1953, the department paid a total in 
premiums to the Security Mutual Life Insurance Co. of $3,268,563.09, 
most of which (from March 13, 1951) was transmitted through Saper- 
stein. Records of Security Mutual, however, reflect that for this same 
period the company received only $2,356,172.14 in premium trans- 
mittal from Saperstein, or $912,590.95 less than it should have received. 

For the period from October 1, 1953, when the California Life In- 
surance Company became the carrier of this case, to April 2, 1954, when 
the social security department again resumed direct remittal of pre- 
mium payments, the department paid Saperstein $680,237.16 for trans- 
mittal to this company. Records of California Life, however, reflect 
receipt of only $678,742.58 from Saperstein, or $1,494.58 less than the 
company should have received. 

This total discrepancy amounts to $913,885.53. It appears, however,. 
that during the period from March 6, 1951, to October 5, 1951, Saper- 
stein, rather than the social security department, possibly handled the 
5 percent payments to welfare deputies. These payments amounted 
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to $13,577.66 during that time and, assuming that Saperstein paid 
them, the total discrepancy amounts to $900,307.57. 

By comparing the records of the social security department and 
those of the 2 insurance carriers, it was found that Saperstein utilized 
3 methods in withholding portions of this premium. 

The first method, and the one responsible for the largest portion of 
the diserepancy ($371,057.50) consisted of tampering with the effec- 
tive dates of insurance coverage in certain locals. In local 10, Phila- 
delphia, for example, the effective date of coverage according to the 
social security department was November 10, 1952, and premiums for 
the local were paid to Saperstein beginning with that date. Records 
of Security Mutual, however, show the effective date of insurance cov- 
erage for local 10 as of April 1, 1953, and the company received no 
premium payments prior to that time for this local. In this instance 
alone Saperstein retained a total of $75,146.50. The evidence showed 
that during the period when the insurance company was not receiy- 
ing premium payments for particular locals Saperstein paid the nec- 
essary Claims directly by checks drawn on the Harlew Agency. 

In the second method, Saperstein simply retained all “late pay- 
ments” which he received from the social security department for given 
locals. such late payments being common occurrences caused, among 
other things, by Solinigpsaieien in employer contributions. In the spe- 
cific case of local 284, Jersey City, N. J., for example, its effective 
date of coverage according to social security department records was 
September 1, 1952. Security Mutual records show the effective date 
as March 1, 1953. In June, July, and October, 1953, Saperstein re- 
ceived checks from the department which included late payments for 


local 284 members for March 1953, amounting to $1,095.60. None of 
this money ever reached Security Mutual. 

With the third method, Saperstein kept not only the late payments 
but also retained a portion of the current ae by reporting ap- 


proximately one-third fewer lives than he had received premiums for 
from the social security department. Using local 284 again as an ex- 
_ ample, the social security department paid Saperstein $15,510 on May 
25,1953. This represented (1) a payment of $14,232.90 on 4,313 mem- 
bers for March 1953; (2) a payment of $739.20 on 224 members for 
February 1953; (3) a payment of $491.70 on 149 members for January 
1953; (4) a payment of $46.20 on 14 members for December 1952. The 
only transmittal received by Security Mutual for local 284 for March 
1953 amounted to $10,602.90, covering 3,213 members, a discrepancy of 
$4,725.60 and 1,432 members. Security Mutual did not receive any 
of the aforementioned late payments for February and January 1953 
and December 1952. In a similar application of this method in local 
10, Philadelphia, for the month of April 1953, a discrepancy of $4,950 
and 1,500 members was encountered. 

The success of Saperstein in perpetrating this diversion of LWIU 
welfare fund premiums is attributable to several things. First, both 
the SSD and Security Mutual depended solely on Saperstein, or his 
office, to inform the carrier as to the effective date of the coverage of 
a local. Second, he withheld premiums principally in the larger 
locals where it would be very unlikely that the number of individual 
claims would ever exceed the number of individuals for whom he had 
transmitted premiums to the carrier. Third, no one but the SSD 
maintained individual records and Security Mutual had no informa- 
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tion as to the exact number of persons covered either in total or * 
locals. Fourth, Security Mutual did not audit the books of the SS 
during the time they had the case. And fifth, no question was raised 
by LWIU officials as to Saperstein’s payment of claims directly. 

In the light of the fact that nearly one-third of all the premiums 
paid for employee benefits was diverted by the broker, the subcom- 
mittee is forced to view with suspicion the action of the trustees of 
the LWIU welfare fund in appointing Saperstein as their agent and in 
causing all premiums to be transmitted through him rather than di- 
rectly to the insurance company. 

It is also at a loss to understand how any arrangement could exist 
without the knowledge of the trustees of the fund whereby over 
$900,000 in premiums was embezzled. The trustees bear a heavy re- 
sponsibility for this situation. They were guilty of negligence or 
worse in not preventing this money from finding its way into the 
hands of an officer of the international union, Eugene C. James, as 
indicated below. 


Audit by Security Mutual Life Insurance Co. 

During the entire period when Security Mutual was the carrier on 
this case, the company took no steps to audit the books of either Sap- 
erstein or the social security department, as they had a right to do 
under their contract. There was no cross-check between the carrier 
and the department as to the amounts of premium paid to Saperstein 
against the amounts of premium eventually transmitted by him to 
the company. There was likewise no cross-check as to the effective 
dates when new locals entered the plan. 

In April 1954, two Security Mutual officials conducted an “audit” 
of the LWIU social security department at Indianapolis incident to 
final settlement of the LWIU account. Saperstein was present and 
assisted these representatives in the audit which consisted of exam- 
ining some 129 items in welfare fund records showing premium trans- 
mittals to Saperstein from the department as against the amounts of 
premiums actually received by the company. *The auditors reported 
no diserepancies in these items. However, the subcommittee staff, 
in reexamining the same items, found 54 obvious discrepancies. Sap- 
erstein refused to ene concerning the details of this audit. 

The fact that review by the subcommittee staff of the items audited 
by Security Mutual employees revealed some 50 discrepancies which 
were not uncovered by them indicates that this examination was 
either entrusted to unqualified auditors, was not made in good faith, 
or was under the complete control of Saperstein who participated in 
the audit and was cognizant of what a true audit would disclose. 

Security Mutual was negligent in failing to avail itself of its pre- 
rogative to conduct an audit until 6 months after it had been canceled 
out as the insurer. It is difficult to understand why Security Mutual, 
when it did have the opportunity to audit social security department 
records, permitted itself to be victimized by acceding to the dictates 
of the general president of the union and the corrupt insurance broker 
Saperstein in limiting itself to a cursory review of a few hours. 

t is pertinent to Shentep that this $900,000 discrepancy occurred 


despite the fact that regular audits were made of the fund by a CPA, 
as required by the Labor-Management Relations Act. Such a situa- 
tion causes the subcommittee to question whether a mere disclosure 
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clause, without any examining right, as contained in some proposed 
legislation, would be effective and adequate. 


Attempts to trace the diverted $900,000 


Mrs. Concetta Montefusco, Saperstein’s former bookkeeper in his 
Harlew Insurance Agencies, testified that under Saperstein’s instruc- 
tions she withheld approximately 20 percent of Security Mutua! 
premiums received by Saperstein from the LWIU social security de- 
partment. (Actually the evidence showed that approximately one- 
third of all the premiums received from the SSD were withheld by 
Saperstein.) She stated that this money, less some claims paid directly 
by the agency, was sent to E. C. James, Chicago, IIl., by checks drawn 
to the order of the LWIU. Saperstein allegedly told Montefusco 
these deductions were made to take care of “unemployment turnover” 
in the union; however, there is no provision for such an item, either 
in the welfare plan or in the machinery of the international. 

Saperstein refused to testify about the arrangement between him- 
self and James concerning this money although he did state that it 
was returned to the international union and he did not contest Mrs. 
Montefusco’s testimony. James likewise refused to testify concern- 
ing this matter. In view of the fact that Saperstein allegedly paid 
claims, or acted as an insurer in some instances, it is not known oe 


much of the $900,307.87 was remitted to James or how much was kept 
by Saperstein. Saperstein’s books are unavailable, it being alleged 
that the pertinent portions had been stolen after Saperstein had 
moved them from Newark to Chicago. 

Through examination of records of both the social security depart- 


ment and the Laundry Workers’ International Union at Indianapolis, 
it was determined that none of this money was received by either 
organization. 


LWIU bank account at Merchants National Bank, Chicaqo, /l. 


By tracing bank endorsements on the Security Mutual $2,500 special 
service fee checks it was determined that the LWIU had an account 
in the Merchants National Bank, Chicago, Ill. This account was main- 
tained from September 14, 1951, to May 6, 1954. The account was 
opened by E. C. James as secretary-treasurer of the LWIU, and he 
was the only individual authorized to make withdrawals. During the 
entire existence of this account a total of $776,917.37 was deposited 
therein, with nearly all the deposits consisting of checks. 

There were 50 checks, in all, drawn against the account, ranging 
from $500 to $37,310. These checks vary as to odd and even amounts 
and sizes. In some instances, checks were written which compare 
identically with deposits made to the account on the same day or 
2 or 3 days beforehand. The highest balance in the account was 
attained on July 1, 1953, when it stood at $70,093.72. A comparison 
was made between the specific amounts of these checks and the amounts 
of checks drawn against two of Saperstein’s agency accounts, Harlew 
Agency of Illinois, Inc. (at the American National Bank & Trust Co., 
Chicago) and Harlew Agency of Illinois, Inc. (at the Lincoln National 
Bank, Newark, N. J.). Identical items were located totaling $573,- 
269.47 which presumably represents a portion of the $900,000 diverted 
premium. 

James’ LWIU account also reflected 26 deposits of checks of $2,500 
each plus a deposit on September 14, 1951, of a check for $20,000, a 
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total of $85,000. This represents the $2,500 service fee payment per 
month which was paid to James by Security Mutual, totaling $85,000, 
the first payment of which consisted of a check for $20,000 dated 
September 10, 1951. 

James’ LWIU account reflects the deposit of a check of $17,089.10 
on March 12, 1953, which coincides with the amount withdrawn by 
check from the account of the Local 46, Hotel Division Welfare Fund 
account at the Central National Bank on March 13, 1953, in closin 
the account. This same LWIU account reflects deposit of a aack 
for $9,447.84 on August 27, 1953, which is identical in amount with 
the dividend check issued to the Local 46, Hotel Division Welfare Fund 
by Security Mutual on July 22, 1953. This Hotel Division Welfare 
Fund is covered below. 

Of all the deposits to James’ LWIU account $92,110.96 cannot be 
accounted for. Because the bank does not keep a photographic rec- 
ord of the checks drawn on accounts maintained in this bank, it was 
not determined what disbursement was made of these funds or who 
besides James may have shared in the proceeds. 


LWIU Local 46, Hotel Division Welfare Fund 

In June 1951, a welfare fund was established (retroactive to Janu- 
ary 1, 1951) through collective bargaining between certain downtown 
hotels of the Greater Chicago Hotel Association and LWIU Local 46, 
represented by E. C. James, to cover laundryworkers employed in these 
hotels. This fund was administered, separately from the national 
LWIU plan, by James and Byers as trustees. An account was opened 
at the Central National Bank, Chicago, as a depository for employer 
contributions. Insurance premiums were paid by James and Byers 
to Security Mutual, which issued a separate policy on this fund. 
Saperstein was agent on this case. The agreement between the hotels 
and Local 46, Hotel Division, LWIU, provided that any dividends 
or surplus accruing to this fund would be turned over to the trustees of 
the social security department of the LWIU. 

On July 9, 1952, Security Mutual paid a dividend on this policy of 
$7,077.82. This amount is identical to an entry to this fund’s account 
at the Central National Bank on July 18, 1952. 

In December 1952, under Byers’ instructions, the social security 
department assumed the administration of this separate welfare fund 
and from that time on employer contributions were paid direct to the 
department. 

As of March 12, 1953, a balance of $17,089.10 remained in the bank 
account of the Local 46 Hotel Division Welfare Fund at the Central 
National Bank, Chicago. This balance was withdrawn by check on 
March 13, 1953, and the records of the social security department dis- 
close that this money was never received at Indianapolis. On July 22, 
1953, Security Mutual paid a second dividend to this welfare fund of 
$9,447.87 which likewise was not turned over to the social security 
department. 

Thus, with respect to this separate fund there was an amount of 
$26,536.97 for which there was no accounting. James refused to 
answer any questions concerning this fund. Sam J. Byers was tinavail- 
able because of alleged illness. William J. Wilson, executive vice presi- 
dent and treasurer, Greater Chicago Hotel Association, testified on be- 
half of the Chicago hotels that were concerned with this welfare plan. 
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Mr. Wilson admitted that he knew nothing concerning the actual op- 
eration of this fund, nor of its financial dinate he also did not think 
that any of the particular hotels were aware of these matters. Wilson 
did say that James had once offered him some documents relative to 
this fund for inspection— 

which we did not take the opportunity to inspect. I cannot even be sure as to 
why we didn’t, other than I would think it was pressure of time. * * * It is most 
likely that at the time he proferred them, it was not possible for us to inspect 
them. It has been deferred since. What they consisted of, I do not know. 

The facts that dividends had been paid by the carrier in the case ; 
that there had been a bank account, the balance of which had been 
withdrawn; and that the carrier had been changed to California Life, 
were not known to him. 

As previously stated $26,536.97 went from this account to the ac- 
count which James maintained at the Merchants National Bank, 
Chicago, in the name of LWIU, from whence it disappeared with no 
accounting. 

It is the opinion of the subcommittee that the failure of the employer 
representatives of this fund to assume their responsibilities facilitated 
the embezzlement of this money. 


The purchase of California Life Insurance Co. 

According to the evidence, in early 1953 Saperstein was notified by 
Haines B. Wickes, vice president of Security Mutual, who was re- 
sponsible for the group insurance business written by that company, 
that it would be necessary for eeanee to accept substantial reduc- 


tions in the commissions on the LWIU account and that the $2,500 
monthly service charge paid LWIU would have to be stopped. These 
instructions followed a conference between the New York State Insur- 
ance Department and Security Mutual. 

In May and July 1953, at informal meetings attended by Matthew 
J. Dooley, Haines B. Wickes, then vice president of the Security 
Mutual Life Insurance Co., Saperstein, LWIU officials, and Orville 
Faris, president of the California Life Insurance Co., an understand- 
ing was reached whereby members of this group agreed to furnish 
sufficient money to purchase controlling stock of the California Life 
Tnsurance Co. 

On August 6, 1953, Matthew J. Dooley, acting as trustee for this 
group, purchased for $132,000 16,045 shares (approximately 64 per- 
cent) of common stock of California Life Insurance Co. which was 
sufficient to obtain voting control of that company. To make this pur- 
chase $144,000 had been furnished—$18,000 by Dooley, $9,000 by 
Wickes, and the remaning $117,000 by Saperstein, who flew to San 
Francisco to deliver the money and close the deal. Of the total fur- 
nished by Saperstein, $67,000 was derived from his insurance agencies. 
The remaining $50,000 was in cash and represented a “union pool” to 
which LWIU officials had contributed. The LWIU group was com- 
posed of Byers, James, Charles Naddeo, Charles R. Goldstein, and 
Jacob Friedlander. Naddeo and Goldstein are vice presidents of the 
international and officials of locals 10 and 52 at Philadelphia and Los 
Angeles, respectively. Goldstein is also a union trustee of the social 
security department and Friedlander is an attorney fer local 284 in 
Jersey City, N. J. x 








40 WELFARE AND PENSION PLANS INVESTIGATION 


After thus obtaining control of California Life, Dooley on August 
14, 1953, formed a holding company known as Founders Syndicate of 
America, Inc., Reno, Nev., which company was authorized to issue 
100,000 shares of preferred stock ($10 par value) and 160,000 shares 
of common stock (no par value). All voting rights were vested in 
the common stock. 

Wickes resigned from Security Mutual Life Insurance Co. as of 
September 1, 1953, and became associated with California Life Insur- 
ance Co. On September 2 California Life directors resolved to sell 
the Founders Syndicate of America 39,213.4 shares of preferred stock 
at $10 per share. On September 25 Founders Syndicate had its first 
meeting at which Louis Edell, a nominee for Saperstein, was elected 
president; Wickes, secretary-treasurer; and Orville Faris, vice 
president. 

In the latter part of September Saperstein, allegedly acting on in- 
structions of Byers, president of LW1U, telephonically notified Secu- 
rity Mutual that the EwIu insurance account was being canceled as of 
September 30, the end of the premium year. 

The minutes of the October 5-6, 1953, meeting of the board of trus- 
tees of the LWIU social security department reflect that Wickes, at 
Saperstein’s suggestion, was appointed consulting actuary for the 
social security department at a salary of $10,000 a year. These min- 
utes also show that at Wickes’ suggestion the LWIU insurance was 
transferred from the Security Mutual Life Insurance Co. to the Cali- 
fornia Life Insurance Co. effective as of October 1, 1953. 

The trustees who attended this meeting of October 5-6 which was 
held in Chicago were Byers, Dooley, Goldstein, Toomey, Winfield 
Chasmar, an LWIU international president and president of local 284 
of Jersey City, N. J., and Chantry Denis secretary of the Philadelphia 
Laundry Board of Trade. James, Saperstein, and Wickes were also 
at this meeting. , 

It is interesting to note that at this meeting there was considerable 
discussion of the inequities allegedly occurring under Security Mutual 
after which the trustees resolved to transfer the insurance to California 
Life. No mention was made of the fact that the insurance had already 
been canceled by Saperstein or of Security Mutual’s notifying Saper- 
stein that it would be necessary to curtail his commissions and dispense 
with the special service fees. 

The trustees also resolved to invest $450,000 of the social security 
department trust fund reserves in preferred stock of Founders Syndi- 
cate after Dooley informed them that he “understood” that a large 
block of California Life preferred stock was “available” through this 
corporation after discussion to the effect that this would be a good 
investment. Nomention was made of the fact that Saperstein, Dooley, 
Wickes, and a group of some of these very LWIU officials at this time 
owned controlling interest in California Life stock. 

On October 23, 1953, there was an issue of 32,536 shares of common 
stock of Founders Syndicate to a nominee of Saperstein, to Jacob 
Friedlander, Wickes, and three California Life officials in varyi 
amounts. The purpose of this issue at that time, in the opinion o 
the subcommittee, could only have been an attempt to deceive the Cali- 
fornia Insurance Department as to the true ownership of Founders 
Syndicate which was purchasing overwhelming control of California 
Life Insurance Co. 
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On November 25, 1953, Founders Syndicate sold 45,000 shares of its 
perin stock to the LWIU social security department for $450,000. 

n the same date Founders Syndicate, using these proceeds, bought 
39,213 shares of preferred stock (90 percent) of California Life 
Insurance Co. for $392,134. This is the stock which California Life 
on September 2 requested authority of the California Insurance De- 
partment to sell to Founders Syndicate. Also on the same date Cali- 
fornia Life common stock in the amount of 23,813 shares, which 
represented 91 percent of the insurance company’s voting stock, was 
transferred to Founders Syndicate by the Dooley-Saperstein-Wickes- 
LWIU group, and by Orville Faris, president of California Life, 
and William Rusk, vice president of that company, who owned a seven 
thousand-odd block of shares. In payment of the California Life 
stock on December 23, 1953, Founders Syndicate issued 46,536 shares 
of its common stock to these individuals and at the same time canceled 
the common stock issue of October 23, 1953. 

On April 8, 1954, subsequent to the time Saperstein was publicly 
exposed as being involved in irregular insurance practices by a New 
York State investigation, the social security department gave Dooley 
$144,000 and he in turn paid back the original investors in the Cali- 
fornia Life common stock. At the same time Founders Syndicate 
turned over to the social security department 32,090 shares of 
Founders Syndicate common. So as of that date for the first time 
the social security department had control of California Life. Since 
then Founders Syndicate has been dissolved and the social security 
department now owns the controlling California Life stock outright. 

The only explanation offered for this series of transactions by any 
of this group at the subcommittee hearings was that it was done for 
the purpose of concealing the fact that a labor union was purchasing 
California Life. 

On June 3, 1954, Saperstein’s contracts as agent providing a total 
commission of 814 percent on this case were terminated by the Cali- 
fornia Life Insurance Co. According to the testimony of the presi- 
dent of the company, this action was taken as a result of unfavorable 
publicity involving Saperstein’s insurance activities in the New York 
area. So far as is known, Wickes still retains his position with the 
company and with the social security department. 

There is little doubt in the minds of the subcommittee that the 
LWIU group insurance would have remained with the Security 
Mutual Life Insurance Co. if that company had not indicated it 
would be necessary to curtail Saperstein’s high commissions and the 
pavment of the $2,500 monthly special service fee. 

Despite the contentions of the individuals involved that the pur- 
chase of control in California Life and the transfer of the LWIU 
insurance business to that company was in the best interests of the 
beneficiaries of the LWIU welfare fund, in the light of all the evi- 
dence, the subcommittee is of the opinion that the purchase of Cali- 
fornia Life in their own names by the very group controlling the 
placing of the LWIU insurance is one of the worst phases in a case 
replete with shocking abuses and complete disregard for the interests 
of the employee-beneficiaries of the fund. 

The good faith of each of the individuals involved in the purchase 
of California Life and the Founders Syndicate manipulation is open 
to serious question. Each one of them at some point in these trans- 
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actions engaged in activities which were in serious conflict with their 
other responsibilities. When this group, which acting in concert con- 
trolled the destinies of the LWIU welfare fund, bought control in 
their own names of the company to which they were transferring the 
fund insurance they placed themselves in a position to profit person- 
ally at the expense of the welfare fund. 

Matthew Dooley represented the San Francisco employers group ; 
was a trustee of the LWIU welfare fund; was also attorney for the 
fund trustees at $10,000 a year; acted as attorney and trustee for the 
group of individuals in the purchase of California Life common stock 
and the establishment of Founders Syndicate. He was also a principal 
in the purchase of the controlling interest of California Life and be- 
came a substantial stockholder in Founders Syndicate. As a LWIU 
fund trustee he suggested the purchase of Founders Syndicate pre- 
ferred stock by the LWIv social security department. This permitted 
Founders Syndicate to buy an overwhelming interest in California 
Life preferred stock and gave California Life, of which he was part 
owner, funds to expand. 

The subcommittee feels that it was utterly impossible for him to do 
all these things in good faith and without serious conflict of interests. 

The same is equally true of the other trustees of the fund and of 
the officials or representatives of the laundry workers’ union who were 
involved in the purchase of California Life common stock and the 
manipulation with Founders Syndicate, namely: Byers, Goldstein, 
James, Naddeo, and Friedlander. 

The subcommittee feels strongly that the activities of Haines B. 
Wickes throughout this entire case have been most unethical and sub- 
ject to serious question. As vice president of Security Mutual Life 
Insurance Co., Wickes was in intimate contact with this case. It 
appears that it was through him that Eugene C. James and Louis B. 
Saperstein arranged for the payment of special service fees amounting 
to $82,500, which money apparently has disappeared. He was fully 
cognizant of the exorbitant insurance commissions being paid to Sap- 
erstein. Wickes unquestionably utilized his position with Security 
Mutual and his knowledge of the LWIU insurance account to his own 
personal advantage. While still an officer of Security Mutual, he in- 
stigated negotiations which ultimately led to the transfer of the insur- 
ance policy from his company to California Life. He invested per- 
sonal funds, along with Messrs. Saperstein and Dooley and the LWIU 
group in purchasing control of California Life. By prearrangement, 

1e became consulting actuary of California Life and then accepted a 
position as consulting actuary for the LWIU social security depart- 
ment at salaries of $12,000 and $10,000 per year, respectively. In his 
dual capacity as LWIU consultant and as one of the group which con- 
trolled California Life, he recommended to the LWIU social security 
department that its insurance business be placed with the California 
Life Insurance Co. 

The subcommittee is of the opinion that it was a most fortuitous cir- 
cumstance that involved Saperstein in other serious insurance irregu- 
larities and adverse publicity in early 1954, and is inclined to attribute 
to that the fact that the LWIU fund suffered no greater losses. 
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COMMENTS 


With respect to Eugene C. James and Louis Saperstein, the subeom- 
mittee feels that the facts in this case speak for themselves. It is 
patently clear that Saperstein played a dominant role in the entire sit- 
uation; however, the gouging of the welfare funds could only have 
taken place because of concessions made to him by the trustees of the 
fund and the Security Mutual Life Insurance Co. It is equally clear 
that through James and/or Saperstein $900,000 in premiums and 
$82,500 in special service fees, and $26,000 in proceeds of the local 46 
hotel division fund were embezzled. The subcommittee feels that it 
should point out that the eventual disposition of those diverted funds 
has not been traced and the possibility exists that other parties shared 
in them. 

The subcommittee condemns the activities in this case of James, a 
highly placed official of the international union. James, who did not 
have any direct connection with the welfare fund, must bear the ulti- 
mate blame for having looted it of substantial moneys rightfully be- 
longing to the beneficiaries, his own fellow union members. He re- 
fused to cooperate with the subcommittee staff members or to testify 
at the hearings concerning arrangements between Saperstein and him- 
self, or concerning the disposition of the money in the LWIU Chicago 
bank account. Lacking any explanation, the subcommittee must as- 
sume that James used his official position solely to feather his own nest, 
at the expense of the welfare fund of his own union. 

The subcommittee recommended that James be cited for contempt 
for his conduct during the hearings, and on July 19, 1955, the Senate 
by S. Res. 135, cited him for contempt and referred the matter to the 
United States attorney for the District of Columbia. 


B. Potnrers, CLEANERS, AND CavuLKers Unton Locat No. 52 


‘ 


SUMMARY OF FACTS 


The Pointers, Cleaners, & Caulkers Union Local No. 52, Chicago, 
Iil., with approximately 911 members employed by firms doing busi- 
ness both in and outside the State of Illinois, began the operation of 
u welfare fund in October 1950. 

According to evidence introduced at the subcommittee hearings, 
the president of the union, Edward J. Gallagher, demanded that 
employers make contributions to the welfare fund at the rate of 74% 
cents an hour per employee and the employers agreed. No trust agree- 
ment was ever entered into, although the attorney for an employers’ 
association testified to having made a number of unsuccessful attempts 
through counsel for the union to have such an agreement prepared. 

Between October 1950 and November 1954, bank records and other 
evidence showed that an amount of $213,381.97 had been received in 
contributions from the employers. These payments were sent by the 
various employers periodically to the welfare fund, the office for which 
was separate from union headquarters and managed by Charles J. 
Vokoun. Upon receipt, the contributions were deposited in an 
account in the Mercantile National Bank of Chicago called Pointers, 
Cleaners & Caulkers Local 52 Welfare Fund. Edward J. Gallagher, 
president of the union, was the only person authorized to draw upon 
this account. 
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There were no welfare claims paid from this account. All with- 
drawals consisied of transfers to a fund account and to the general 
union account which were in the same bank. $85,000 was transferred 
from the welfare fund account to the fund account and a net total 
of $120,000 was transferred from the welfare fund account to the 
general union account. As of November 30, 1954, $7,339.23 remained 
in the welfare fund account. 

From the records of the bank and testimony received at the bearings, 
it appears that the transfers from the welfare fund account to the 
fund account, for the most part, were made to replenish the balance 
in the fund account. There was also evidence that since local 52’s 
expenses were greater than its income, this was the reason for trans- 
ferring the $120,000 to the general union account. 

The fund, as distinguished from the welfare fund, was established 
in 1949 as the result of union action causing 5 cents per hour to be 
deducted from each union employee’s pay. Testimony was received 
from employer representatives that written authority for these deduc- 
tions was not received from their employees. The fund was commonly 
called the defense fund. According to the evidence, it was created to 
aid the members of the union when they were having legal troubles 
but was used for many purposes. 

Between December 1949 and November 30, 1954, $227,008.46 was 
deposited in the fund or defense fund account, including, of course, 
the $85,000 transferred from the welfare fund. The balance in the 
defense fund account as of November 30, 1954, was $5,509.85. The 
signatures of both Gallagher and John P. Ryan, secretary-treasurer 
of the local union, were required to draw upon the defense fund 
account. The evidence, however, reflected that Ryan signed great 
numbers of checks in blank and turned them over to Gallagher at the 
latter’s request. 

The evidence clearly showed that Gallagher, president of the union, 
actually had complete authority over all the accounts, withdrew the 
money as he saw fit and made no accounting to anyone. A total of 
$221,498.61 was withdrawn from the fund account. This was accom- 
plished through 1167 checks drawn on the account during the period 
December 1949 through November 30, 1954. One hundred and six, 
or less than 10 percent, of these checks accounted for $132,602, or ap- 
proximately 60 percent, of the total withdrawals. These 106 checks 
were all drawn to cash, for even amounts ranging from $100 to $10,000. 
Twenty-eight of these checks bore the endorsement of Charles Vokoun, 
who said he either gave the proceeds to Edward Gallagher or used 
the moneys to pay salaries and expenses of the welfare fund office. 
Of the remaining 8 checks drawn to cash, totaling $74,602, some were 
cashed by Edward Gallagher, some by his brother William and Mrs. 
Sielski (employees of local 52), while still others were endorsed by 
local 52, a Florida hotel and motel, bars and grills, an executives’ club, 
a cigarstore, a furrier, and a tailor. Another 2 percent of the total 
withdrawals consisted of 26 checks totaling $7,799.59; these checks 
through their endorsements were identified as being used for the pur- 
chase or repair of a Cadillac, repairs to a Chrysler, an airline ticket 
to Miami for an employee of the city of Chicago, dinners at an athletic 
club, and clothes. 

Mr. Gallagher admitted receiving all of the moneys which it was 
testified were given him. However, under oath he denied using any 
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of these funds for his personal use, and alleged that all the cash he 
received from the aforementioned checks drawn to cash was used for 
the benefit of the members. The other miscellaneous checks, he 
claimed, were used in connection with union business. Yet he ad- 
mitted that there was no schedule of benefits, that he alone determined 
what would be paid and to whom, that hospital and doctor bills were 
most often paid’ without any substantiating documents, and that he 


had only a negligible amount of receipts to support his contention that 
these moneys had gone for the benefit of the members. He offered 
no explanation of his disposition of the $120,000 transferred to the 
union account except to point out that expenses of the union were 
greater than its income. 


DETAILED FINDINGS 
Background 


The Pointers, Cleaners and Caulkers Union, Local No. 52, located 
in Chicago, I1., is affiliated with the Bricklayers, Masons and Plas- 
terers International Union of America, A. F. of L. Its president, 
Edward J. Gallagher, and its secretary-treasurer, John P. Ryan, in 
appearing before the subcommittee, testified they have held their 
respective offices for about 15 years. Local 52 has approximately 911 
members who are employed by firms doing business both in snd: out- 
side of the State of Illinois. 


The welfare fund 


The welfare fund for local 52 was first established in June 1950, 
and began operation in October of that year. According to testimony 
received, the collective bargaining relative to this plan consisted of 
a demand by the union president, Gallagher, that the employers con- 
tribute 714 cents per hour per man to a trust fund to be managed solely 
by the union, said agreement by the employers to such demands, with- 
out discussion, No trust agreement was ever entered into relative to 
this fund. 

Office manager for the welfare fund, Charles J. Vokoun, testified 
that approximately 130 employers contribute to this fund on behalf 
of union members. About 50 of these same employers are members of 
the Tuck Pointers, Cleaners, Caulkers, Concrete Restoration, Gunnite 
& Waterproofing Association of Illinois. Morris A. Haft, attorney 
for this association, testified that he had been trying since 1950 to 
have the fund comply with the various provisions of the Labor-Man- 
agement Relations Act of 1947, but that all of his efforts in this direc- 
tion with the union have been to no avail. Mr. Haft further testified 
that he had informed his clients, the members of the association, that 
by making contributions to this welfare fund they undoubtedly were 
in violation of the law. 

There was never any attempt by the employers to have joint union- 
employer management of the fund. Edward J. Gallagher admitted 
that he retained exclusive control over the welfare fund and the pay- 
ment of claims. He, alone, decided just what claims would be paid, 
and to what extent. There was never any set schedule of benefits 
for employee beneficiaries. He informed the subcommittee, “There 
was no reason for anybody to have any disposition as to who was get- 
ting the funds or otherwise, because they were given to those that 
were deserving of it, and in return, those that got it know it. We can 
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fully cover anything that we have here. It was just a matter of not 
keeping things the way it should have been kept, and I am no auditor. 
At the same time, I am more than liberal in giving the payments out.” 

The welfare fund of local 52 was located in an office at 30 North 
La Salle Street, Chicago, under the supervision of Charles J. 
Vokoun. However, all claims paid by this fund were paid out of the 
headquarters of the union at 908 West Monroe Street, Chicago. Mr. 
Vokoun was asked why contributions by employers were sent to one 
office, the La Salle Street office, and claims paid through the union 
office. He replied that normally the entire operation would have been 
handled out of the union office, but that the employers would prob- 
ably have refused to forward contributions there and, therefore, the 
office was opened downtown to present the appearance of being inde- 
pendent of the union. 

The bank account of the welfare fund was opened at the Mercantile 
National Bank of Chicago on October 24, 1950. From that date until 
November 30, 1954, deposits totaling $213,381.97 were made therein. 
Edward J. Gallagher; according to the records of the bank, was the 
only person having authority to sign on this account. 

Evidence with respect to this account reflected that no benefits 
were ever paid therefrom, The activity in the account consisted 
solely of transfers of money to local 52 union account, and to an ac- 
count known as the Pointers, Cleaners, and Caulkers Fund Account, in 
amounts aggregating $120,000 and $85,000, respectively. Gallagher 
testified that he authorized all of these transfers. The balance of 
the welfare fund account on November 30, 1954, was $7,339.23. 

A receipts ledger for the welfare fund was maintained in the office 
of Mr. YVokoun. According to this ledger, receipts totaling $215,752 
were received. What happened to the $1,470.03 difference between 
the amount shown on this ledger as received and the amount deposited 
in the welfare fund bank account was not explained. No disburse- 
ments ledger was kept on the welfare fund as all disbursements there- 
from were made through the fund account. 

Mr. Gallagher testified he did not pay claims out of the welfare 
fund account because he was not sure he had the right to do so. 

The subcommittee did not have access to the union books and there- 
fore could make no determination as to what was done with the 
$120,000 transferred to the local from the welfare fund. Gallagher 
offered no explanation of the disposition of this money, though he did 
state, when it was observed by the chairman that the subcommittee 
had not secured union records relative to the $120,000: 

You will find out * * * that the expenses of the union will run higher than 
what the union takes in. 


The “fund” 

Through testimony received, it was determined that local 52 had 
another fund, separate from the welfare fund. This was known as 
the “fund,” or the “defense fund.” As with the welfare fund, accord- 
ing to testimony of employers, it was established at the direction of 
the union. Morris Haft testified that his association had agreed to 
the establishment of this fund but that such agreement was oral and 
never in writing. Employers stated that upon instructions from the 
union, as contained in a letter of September 7, 1949, they deducted 
5 cents per hour from union members’ wages and forwarded the money 
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to the union. As far as the subcommittee could determine, employers 
did not receive written authority for this checkoff from their em- 
ployees, as required by the Taft-Hartley Act. 

According to the testimony, the purpose of the fund commonly 
called the “defense fund,” was to take care of union members when 
they got into legal trouble, but it was stated that this fund was drawn 
upon for many other purposes. 

The fund account was opened at the Mercantile National Bank of 
Chicago on December 5, 1949. According to the bank records, a total 
of $227,008.46, consisting of $9,327.30 transferred from the union, 
$85,000 from the welfare fund account, and $132,681.16, presumably 
resulting from the 5-cent contributions by employees, was deposited 
tc the fund account from December 1949 through November 1954. 
The records also showed that withdrawals from the fund account dur- 
ing the same period totaled $221,498.61. The balance as of Novem- 
ber 30, 1954, was $5,509.85. 

A receipts and disbursements ledger relative to the fund was found 
woefully incomplete and inaccurate. Mrs. Eleanor Sielski, an em- 
ployee of local 52, testified that she kept this ledger, but that she was 
not a bookkeeper and that she maintained this record merely as a sum- 
mary and not as an accurate account of income and expenditures. 
The income ledger for the fund reflected receipts of $144,931.92. 
Apparently, only $132,681.16 of this money was deposited in the bank. 
The disposition of the balance of $12,250.76 was unexplained. The 
$9,327.30 received in the fund from the union, and the $85,000 received 
from the welfare fund were not recorded. The disbursement ledger 
of the fund listed expenditures of $209,330.07 yet, as shown above, 
a total of $221,498.61 was withdrawn from the fund bank account. 
Though these ledgers were totaled monthly, it was very apparent 
that their accuracy was never proven, that they were never audited, 
and that there was no attempt whatsoever to reconcile disbursements 
against bank statements. 

Considering the withdrawals from the fund account, $221,498.61, 
against the receipts from employees, $144,931.92 (of which only 
$132,681.16 was deposited), it is apparent why it was necessary to 
make the transfers from the welfare fund account. Further bank 
records revealed that $67,000 of the $85,000 transferred from the wel- 
fare fund account to the fund account was made up of 11 separate 
transfers effected when the balance in the fund account (prior to each 
transfer) was insufficient to cover large outstanding checks drawn to 
cash. 

As a further indication of the inaccuracy of the disbursement record 
kept on the fund account, it was found from a review of the checks 
drawn against the fund account that 9 checks shown on the disburse- 
ment ledger as void were actually all issued, payable to cash, for a 
total amount of $13,640. Mrs. Sielski said she made the entries in 
the disbursements ledger and that she had marked these checks as 
“void” because there was no information concerning them on the check 
stubs she received from Mr. Gallagher. 

A review of the checks drawn on the fund account, all of which 
were signed by Gallagher and cosigned by Ryan, revealed some 106 
checks totaling $132,602, all drawn to cash and ranging in amount 
from $100 to $10,000. Of these checks, 33 totaling $13,419 bore the 
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endorsement of various check cashing agencies; Gallagher admitted 
getting these moneys and said such agencies were used because the 

anks were atobubly closed. Twenty-eight others totaling $58,000 
reflected the endorsement of Charles J. Vokoun who said that he had 
cashed them and either gave the proceeds to Gallagher or paid salaries 
and expenses of the welfare fund office, both at Gallagher’s instruc- 
tions; Gallagher in all instances admitted receiving the money from 
Vokoun. With reference to the procedure of paying welfare fund 
expenses by drawing checks to cash on the fund account, Gallagher 
admitted that it was unusual and commented, “I guess it was done the 
same way as everything else—backward.” 

Another group of 18 checks amounting to $29,893 bore no endorse- 
ments and Gallagher testified he probably cashed them at the bank. 
William J. Gallagher, brother of Edward, endorsed 6 checks totaling 
$9,300; Edward Gallagher testified that his brother undoubtedly 
handled these checks for him and gave him these proceeds. Five 
checks totaling $15,000 bore endorsements of Pointers, Cleaners and 
Caulkers local 52 and Edward Gallagher said this money had gone to 
the local to replenish its account which was short. Various persons 
endorsed 6 checks amounting to $2,040 and Gallagher stated that these 
individuals were probably union members. A check for $1,000 was 
endorsed by Eleanor Sielski who testified that she undoubtedly cashed 
it at Gallagher’s request and gave him the money; Gallagher said that 
this was true. Nine other checks bore various endorsements—a Florida 
hotel and a motel, bars, and grills, an executives’ club, a cigar store, 
a furrier, and a tailor; these totaled $3,950. All of these items, re- 
gardless of the unusual nature of their endorsements and of the 
amounts involved, Gallagher consistently maintained had gone for 
the benefit of the union members; he testified at one point “I didn’t 
use a nickel] of it for my own personal use.” The check to the furrier, 
for $500, Gallagher attempted to explain by suggesting that it was a 
10-week disability payment for a member who used it to purchase 
something for his “sweetheart.” 

A review of some 26 other checks totaling approximately $7,800 
($7,799.59) disclosed various interesting expenditures. Mr. Gallagher 
was unable to state definitely what the purpose was for a $1,166.32 
check payable to a Cadillac ere though he conjectured it was for 
repairs to his 1954 Cadillac. He also identified a $1,700 check as be- 
ing payment of a balance due on a Chrysler. Both checks he admitted 
should have been paid from local 52 funds. The purchase and upkeep 
of cars (4) for Gallagher, Vokoun, and two business agents, it was 
adduced, came from the fund account, and none of these individuals 
were required to account for their expenses. 

When asked about his having a Cadillac car, Gallagher responded, 
“Well, you might as well have a good one, instead of riding around in 
a junk and be stopped all the time.” A $347.07 payment to an airline 
was explained by Gallagher as being for two tickets to Miami, Fla. 
His companion on this trip, whose ticket Gallagher purchased, he 
identified as an employee of the city of Chicago who “could do me 
some good.” Six checks totaling $608.88 and bearing endorsements 
of William J. Gallagher were identified as salary for the latter, a 
business agent of local 52, and as payments which should have come 
from the union. Four other checks amounting to $758.50 had endorse- 
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ments of an athletic club and an executives’ club. A check for $119.50 
with the endorsement of a Chicago clothing store was, Gallagher 
claimed, an expense check. However, when questioned concerning 
his annual empananty! allagher could not even give an estimate of their 
amount. Further, he did not know if Mr. Ryan, secretary-treasurer, 
received expenses, or what salary Mrs. Sielski was paid. Three checks 
totaling $458.50, endorsed by an athletic club, Gallagher claimed were 
for dinners during bargaining negotiations. Four other checks 
amounting to $1,300 were endorsed by a poultryman and again Gal- 
lagher said that this individual just cashed the checks and that the 
proceeds were not used for the purchase of goods. 

There were of course numerous other checks drawn on the fund 
account which generally were in odd and smaller amounts. A con- 
siderable number of these were for $50 which was stated, in the testi- 
mony, as being the amount of weekly disability benefit paid by the 
welfare fund to members. Considering the cash and miscellaneous 
checks totaling $140,401.59 which have been discussed here, it might 
be pointed out that the balance between that total and the amount 
deposited in the fund account, $227,008.46, is $86,606.87 which figure 
approximates the $85,000 transferred from the welfare fund account 
to the fund account. However, as previously pointed out, the major 
part of the welfare funds transferred ($67,000) was for the obvious 
purpose of building up the fund account to withstand large with- 
drawals in amounts not at all consistent with welfare payments. Fur- 
ther, Gallagher’s actions in commingling moneys of the welfare fund, 
the defense fund, and of the union were such as to make it impossible 
to determine just what funds were involved in any payment from the 
fund account. 

Gallagher when questioned relative to check after check, including 
those for $10,000, $6,000, $5,000, etc., consistently stated that they were 
all for the benefit of the members. However, it was admitted that his 
evidence to support such contentions was infinitesimal; further that 
there was not a single written provision in the union, welfare fund or 
defense fund describing or enumerating these benefits or by which a 
member would know to what benefits he was entitled; and that he 
alone decided what benefits, if any, would be paid and to whom. He 
acknowledged that he had no conception of the number of claims paid 
in any year from December 1949 through November 1954. It was 
shown to him that approximately 1,200 checks had been written on the 
fund account during that period. 

Neither Mr. Gallagher, Mr. Ryan, Mr. Vokoun, nor Mrs. Sielski has 
ever prepared, or caused to be prepared, any type of report on the fi- 
nancial condition of the welfare fund or the “fund,” either for his or 
her own use, for the union membership, or for the employers. No at- 
tempt was made to balance the bank statements against the disburse- 
ment ledger. Furthermore, according to the testimony, none of the 
records of the welfare fund, the “fund,” or the union, had ever been 
audited by a union or an outside auditor. 

Mr. Car] Lundgren, president of the previously mentioned associa- 
tion (50 employers), said that no member of the association had ever 
participated in the administration of the program or received a finan- 
cial accounting of any kind from Mr. Gallagher. 
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Union position with regard to welfare fund 

Through Mr. Haft, attorney for the employers’ association, and C. F. 
Marvin, office manager for the Chris Paschen Maintenance Corp. 
(Paschen is the largest employer of local 52 members), it developed 
that there had not been a written collective bargaining agreement be- 
tween the employers’ association and the local since 1942. Since that 
date the local and the employers have followed the bargaining con- 
tract of the United Order of American Bricklayers’ and Stone Masons’, 
Union No. 21 of the city of Chicago, county of Cook, of the Brick- 
layers’ and Stone Masons’ International Union, and the Builders As- 
sociation of Chicago, with the exception that the tuck pointers have 
consistently received 5 cents more per hour in wages due to the hazard- 
ous nature of their work. The most recent agreement between the 
above parties was made in 1952 for a period of 5 years; and the wage 
scale in effect since June 1954 has been $3.4714 per hour, plus 714 cents 
per hour welfare contribution. Thus the scale for the tuck pointers 
was considered by the employers as $3.5214 per hour, plus 714 cents 
per hour welfare contribution. 

Mr. Gallagher, however, in his appearance before the subcommittee, 
argued that the union considered the wage scale for the tuck pointers 
as $3.60 per hour per man, and that, therefore, the 714 cents contribu- 
tion to the welfare fund was from the employee and not the employer. 
It was his further contention that there were a number of union mem- 
bers who were not covered by the welfare fund (he claimed only 606 
out of 911 were covered) and that these individuals were receiving a 
wage of $3.60 per hour per man. He did not, however, produce any 
evidence in substantiation of this contention. 

In this connection, Mr. Lundgren testified that some time following 
the initial approach to Mr. Gallagher by staff investigators, the latter 
informed him and other members of the association of the fact that 
the welfare fund was being investigated. Shortly thereafter Gal- 
lagher met with Lundgren in the office of Mr. Haft. At that time, 
Lundgren testified, Gallagher asked that the association submit a letter 
stating that the scale was $3.60 per hour rather than $3.5214. Lynd- 
gren stated that it was his belief that Gallagher’s purpose in asking 
for such a letter was to show that the 714 cents was an employee contri- 
bution rather than that of the employer. According to Lundgren, he 
refused to supply Gallagher with this letter. 

The position of Mr, Gallagher in this regard is interesting insofar 
as any action under section 302 of the Labor Management Relations 
Act of 1947 is concerned. However, it is not possible to understand 
how this argument is by any means an explanation of his expenditure 
of over $240,000, part of which was welfare fund money, without an 
iota of a receipt in substantiation thereof. 


Position of employers with regard to welfare fund 

Carl Lundgren was questioned as to just why he, and other mem- 
bers of the association, had continued making contributions to the 
welfare fund in light of their knowledge of its operation, and in view 


of the fact they had been advised of their possibly being in violation 
of the law. He replied that— 


I believe that the members were afraid not to make the contributions for 
fear of losing their men. 
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Lundgren admitted that no such threats had ever been made to 
him, nor did he have personal knowledge of their having been made 
to any other employer. However, he contended : 

To put my finger on it, I cannot point to any concrete instance perhaps; but 
in every discussion that came up at the association, the general agreement was 
among the members that nobody had better try to stop paying the fund or they 
would lose their men. 

To the best of Lundgren’s knowledge, all of the employers who were 
in the association were contributing to the welfare fund on behalf 
of their union members. He testified he had heard rumors that some 
employers were not paying; that he had contacted three of those sup- 
posedly not contributing, and had determined that they were, and 
that Gallagher had told him that every one of the employers in the 
association was contributing. 


COMMENTS 


The subcommittee has grave reservations as to whether the funds 
collected for welfare benefits in this case were “used for the benefit 
of the members of our organization,” as Edward Gallagher, president 
of the union, stated during his testimony. The testimony disclosed 
that in excess of $200,000 was expended with practically no explana- 
tion or accounting. On the basis of the evidence it is the conclusion 
of the subcommittee that a great portion of the welfare fund and 
for that matter the other fund created by deductions from employees’ 
wages went to the benefit of Gallagher. It is obvious that these funds 
were used without regard for the rights or interests of the employee- 
beneficiaries and with not even a minimum regard for accepted busi- 
ness practices. There were no audits of the funds. There were no 
reports to employee-members or employer-contributors as to the con- 
dition of the funds. Disbursements were made with an utter lack of 
adequate accounting. The funds were also freely commingled, in- 
cluding numerous transfers of moneys from one fund to another as 
well as to the union treasury. 

The subcommittee also condemns the flagrant disregard in this case 
of the Labor-Management Relations Act of 1947. Despite require- 
ments of that act the welfare fund of this union was in the complete 
control of the union president and operated without any sebblenss 
of joint-trusteeship. Employer contributions were made to employee- 
representatives without the existence of a trust agreement or even a 
formal collective bargaining contract. Checkoffs from employees’ 
wages were made without written authority. The abusive practices 

ossible in such circumstances are too obvious to need enumeration. 

hose which occurred in this case bear witness to the fact that inade- 
quate controls can only work to the detriment of a welfare fund and 
its beneficiaries. 

Whatever local conditions may have been, it is difficult for the sub- 
committee to understand how 130 employer-contributors to a welfare 
fund could have allowed themselves to be placed in the position of 
possible violation of the law, particularly in view of the advice of 
their attorney to that effect. Regardless of their contention that 
this fund was established at the union’s insistence, the fact that these 
employers knowingly agreed to such arrangements without taking 
steps to comply with the law, or protecting their interests and those of 
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their employees, or insisting on active participation in a businesslike 
administration, renders them ap with the union, for the de- 
plorable experiences which ensued. 


CONCLUSIONS AND RECOMMENDATIONS 
GENERAL 


The subcommittee has no general recommendations to make at this 
time beyond those set forth in its January 1955 interim report.’ 

As it progresses with its studies the subcommittee becomes more 
deeply impressed with the importance and wide ramifications of em- 

loyee welfare and pension plans and the need for thorough study 
fore crystallizing its views as to the need for legislation. 

Private welfare and pension programs, which have developed in this 
country very largely within the past 15 years, constitute in effect a sec- 
ond system of social security. These plans cover tens of millions of 
workers and involve contributions of several billions of dollars an- 
nually. They have been created under a system of free enterprise and 
as a result of the individual actions of employers and employee or 
union groups. All of this has made for a great diversity of types of 
plans varying with local conditions and characteristics of different in- 
dustries. This diversity creates complex problems which do not yield 
to any ready or simple solution. 

Taken in the large, the whole system of private welfare and pension 
plans which has arisen is of tremendous benefit to the large segment 
of the American population served by them and has a profound impact 
on the country’s economy. It is of the utmost importance, the subcom- 
mittee believes, to see that these programs are soundly organized and 
operated and that proper safeguards are established to conserve these 
funds and protect the interests of the beneficiaries. 

The subcommittee will continue its studies and will report in due 
course. 


LWIU WELFARE FUND 


It is the opinion of the subcommittee that the operation of the laun- 
dry workers’ fund, which was employer-union administered, pre- 
sents a prime example of the ease with which a fund set up for the 
security of working employees can be plundered when there is no 
proper regulatory legislation, when bad faith prevails and persons in 
positions of trust abdicate their responsibilities. 

The whole operation of this plan is plagued by large embezzlements 
from the fund, by excessively high commissions and improper service 
charges with resultant exorbitantly high retention on the part of the 
insurance company. There was collusion and complicity among insur- 
ance, union, and employer representatives, all to the detriment of the 
fund. There even appears to have been a scheme initiated by which 
certain of the trustees of the plan, certain insurance representatives, 
and certain officials of the international union hoped by the use of 
LWIU welfare funds to profit personally through the control of an 
insurance company. 

The subcommittee has stated its views with respect to specific phases 
of the abusive operation of the plan throughout the body of the report 
and will not enumerate them again at this point. The subcommittee, 
however, wishes to make the following recommendations: 
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(1) That Eugene C. James be cited for contempt of the Senate 
and duly prosecuted. (On July 19, 1955, the Senate by S. Res. 135 
cited him for contempt and referred the matter to the United 
States attorney for the District of Columbia. ) 

(2) That a copy of the printed record of these hearings and 
of this report be forwarded to the Attorney General of the United 
States and to the Commissioner of Internal Revenue for consid- 
eration as to possible prosecution of violations of Federal law. 

(3) That a copy of the printed record and of this report be 
forwarded to the attorneys general of the States of New Jersey, 
Illinois, Indiana, and California for consideration as to anaite 
prosecution for violations of the criminal] statutes of those States. 

(4) That a copy of the printed record and of this report be 
forwarded to the insurance commissioners of the States of New 
York, New Jersey, Illinois, Indiana, and California for their in- 
formation and appropriate action. 


POINTERS, CLEANERS, AND CAULKERS FUND 


The subcommittee believes that this case provides another example 
of what can result from inadequate legislative control when there is 
a disposition to bad faith on the part of the administrators of welfare 
funds, coupled with the failure of other responsible parties to meet 
their obligations. 

The failure of the employer contributors to this fund to assume 
any responsibilities permitted the president of the union, Edward J. 
Gallagher, to use the proceeds of the fund as he saw fit without account- 
my anyone. 

e subcommittee recommends: 


(1) That a copy of the printed record of these hearings and 


of this report be forwarded to the Attorney General of the United 
States and the Commissioner of Internal Revenue for considera- 
tion as to possible prosecution of violations of Federal law. 

(2) That a copy of the printed record and of this report be 
forwarded to the attorney general of the State of Illinois and the 
district attorney for Cook County, IIl., for their information and 
appropriate action. 
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